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GOOD NEWS 
from the 
PHILADELPHIA 
ELECTRIC 
COMPANY 


J. FRANK GASKILL, Sales Manager, Industrial & Retail Department, 
Philadelphia Electric Co., to whom the 1953 MPA (More Power to 
America) award was made in recognition of the outstanding work 
of his company in the advancement of industrial electrification. 


The P. E. Company’s program of activities 
judged the one which did the most to further 
industrial electrification in 1953 was basically this: 


OBJECTIVE Maximum electrification of 
industrial processes 
METHOD Carefully planned sales ap- 
proach and systematic follow 
up action 

RESULTS 


Satisfied customers and steady 
load growth 


Here’s a short outline of the five-point program 
of operation, which will interest other companies 
because it increased industrial sales, and helped 
the company’s net revenue: 


A Sales and Service organization which exerted 
the maximum amount of sales pressure on the 
market. 


Back up the Salesmen with a Service organiza- 
tion which will free them of as much office and 
other routine work as possible, and will develop 
the economics of existing applications and keep 
in touch with the development of new ones. 

Stimulate the local Electrical Innustry to or- 
ganize groups to direct and coordinate cooperative 
advertising, sales and educational programs and 
to maintain a working contact between natural 
allies. 

Continuous training of salesmen in products, 
improved production methods, and salesmanship. 

Maintain continuous market coverage by peri- 
odical and special mailings, meetings, demonstra- 
tions, educational courses and other presentations 
to customers on economical uses and other bene- 
ficial aspects of electricity and electrical equ p- 
ment. 


This advertisement is one of a series, showing how good industrial sales increase utilities’ net. 


ELECTRIFIED INDUSTRY ~ Todays bbeinest 


Martin Publications — 20 No. Wacker Dr., Chicago 6 
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‘more kilowatts 
from less fuel 











Many companies are currently enjoying substantial some of the largest coal-fired units ever operated 
dollars and cents benefits through the use of _ have no induced draft fans is the strongest possiblé 
pressure-fired units. indication of the success and acceptance 0 


While engineers had long recognized the advan- B&W’s pressurized-furnace design. 

tages that would result from all-forced-draft, Sixty-five B&W Pressure-Fired Boilers—many witl 
pressure-fired boiler operation, overcoming the operating records, spanning several years —-n0 
obstacles that blocked the development of actual serve a total generating capacity of more tha 
pressure-tight units was an engineering achieve- 5,500,000 kw, in power plants across the countt) 
ment of major proportions. And the fact that today Fifty additional B&W units to serve anothe 
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Baw 
Pressure-Fired Boilers 
For a Total Generating 

Capacity of Over 


10,500,000 K 


Appalachian Electric Power Co. 

Arkansas Power & Light Co. 

Central Louisiana Electric Co. 

Central Power & Light Co. 

City of Jacksonville 

City of Lansing, Mich. 

City Public Service Board, San Antonio 

Commonwealth Edison Co. 

Consolidated Edison Co. of N. Y., Inc. 

Dallas Power & Light Co. 

El Paso Electric Co. 

Houston Lighting & Power Co. 

Indiana & Michigan Electric Co. 

Indiana-Kentucky Electric Corp. 

Jersey Central Power & Light Co. 

La Electricidad De Caracas 

Ohio Edison Co. 

Ohio Power Co. ; 

Ohio Valley Electric Corp. 

Oklahoma Gas & Electric Co. 

Philadelphia Electric Co. 

Public Service Co. of New Mexico 

Public Service Co. of Oklahoma 

Public Service Division, Commonwealth 
Edison Co. 

Public Service Electric & Gas Co. 

Southwestern Gas & Electric Co. 

Texas Electric Service 

Texas Power & Light Co. 

Tucson Gas, Electric Light & Power Co. 

West Texas Utilities Co. 


er! " ESSURE FIRING Wisconsin Power & Light Co. 
; = 


ia 00: .000 kw of generating capacity, are being built. 
wet fy. 1 are interested in pressure-firing, we will be 


1ce “Blac <o discuss detailed performance records of SAB COCK 
vd he aany units now installed. Their day-to-day a WILCOX 


per tion under a variety of fuel and load condi- 
—-N0Wion: will indicate clearly the long range availa- DIVISION 
€ tuiPility and savings possible with this type of unit. 
dunt} he Uabcock & Wilcox Company, Boiler Division, 
nothl61 East 42nd Street, New York 17, New York. 
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with the Codlitors 


AM this issue goes to press, we are in the 
midst of a congressional election 
campaign. Discounting the calculated ex- 
uberance of both parties, it cannot be said 
that it has been a particularly spirited 
campaign, although the outcome is un- 
doubtedly important and may be critical 
for the future welfare of our nation. 


At this mid-campaign point, as we check 
over our clipping file from newspapers, 
magazines, speeches, editorials, etc., we get 
the recurrent word “apathy.” Even party 
leaders here, there, and all over, in a des- 
perate effort to drum up enthusiasm, have 
exhorted the voters and party workers 
that they must “beat apathy” or “lick 
apathy,” or some other variety of the same 
idea. One would almost get the impression 
from these dispatches that somebody by 
the name of “Apathy” was running on the 
ticket in many areas. 


THE truth of the matter is that there 
was no single issue so outstanding as to 
appeal to the electorate on a national level. 
Perhaps this is not as it should be. But 
the very divergence of voter interest in 
different localities—aside from the afore- 
said apathy—would bear out the impres- 
sion that there was no central issue. 


(one over-all impression is that of an 
electorate drifting in a period of rela- 
tive calm between critical events. It may 
well be the lull before the storm. The cold 
war still menaces us; but at present we 
have troubled peace. There is the irritant 
of minor unemployment; but no depres- 
sion. Inflation has paused if not ceased for 
the time; but prices remain high. Farmers 
grumble over lower revenues; but surplus 
crops pile up. Various investigations hatch 
out instalments of “scandals” involving 
venality of government officials past and 
present, communist subversion, l’affaire 
McCarthy, etc. 


ALL in all, it seems probable that an 
accumulation of petty headaches rather 
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LEWIS W. PETTEWAY 


than any grand challenge or showdown 
constitutes matters on which the choice 
will be made. Under such circumstances, 
the tendency of the voters is to revert to 
partisan traditions, or local prejudices and 
preferences. A good many will probably 
stay at home altogether on election day. 


But next month all this will be changed 
suddenly. We wil! get a new outlook on 
what is in the mind and heart of the Amer- 
ican people, even though it may be some- 
what synthetic or possibly a specious analy- 
sis. After the votes have been counted we 
undoubtedly will begin to hear from the 
victorious candidates about the “mandate 
of the people.” That is one of the curious 
phenomena of election campaigns in the 
United States, when there has been no 
overriding central issue. 


Victorious politicians, who spent their 
campaign days talking about A, or B, or 
C (because they could discover no other 
issue to talk about), may decide that A, 
or B, or C has become the chief problem 
which the American people want to cor- 
rect. This, notwithstanding the fact that 
a sample poll of the successful Congress- 
man’s own constituency might turn up in- 
disputable evidence that the great ma- 
jority. of voters had not the slightest idea 
of what A, or B, or C was all about, much 
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Today...corn stubble 
Tomorrow...power for America... 


FROM THE FIRST MOMENT Pioneer is retained to help you 
plan your new electric power station, Pioneer becomes 
a part of your company, thinking and planning in your 
best interests . . . Pioneer has 52 years of experience 
to aid in determining the necessary plant capacity and 
its construction cost, to select the site and design the 
generating station . . . Pioneer will also design any 
needed service or office buildings and act as your agent 
in purchasing construction supplies and materials... 
dina H ; ' Pioneer offers complete valuation, depreciation and 
Ic leering New Horizons rate services . . ..it will supply stock transfer and 
dividend distribution services . . . Our consulting staff 
Our Sp ecralty ees provides experienced advice on company management, 
corporate finance, accounting and taxation matters...a 
well-rounded schedule to relieve your overload periods. 


For complete information on Pioneer’s services, 
write for our factual booklet, ‘Pioneering 
New Horizons’, yours for the asking. 


Pioneer Service & Engineering Co. 
231 South LaSalle Street > Chicago 4, Illinois 





PAGES WITH THE EDITORS (Continued) 


less casting their vote on the basis of such 
issue, 


Ir is to be hoped that the successful 
candidates in the next Congress will keep 
in check any ideas about the importance 
of their own campaign oratory when it 
comes to interpreting the “people’s man- 
date.” Too often the “people’s mandate” 
turns out to be something the politician 
has made up out of his own head. 


O* October 24th President Eisenhower 
is expected to participate in cere- 
monies honoring the seventy-fifth or Dia- 
mond Jubilee anniversary of the discovery 
of the electric light by the late Thomas A. 
Edison. During that three-fourths of a 
century a great public service industry was 
born and developed to a point unequaled 
in quality or quantity of production any- 
where throughout the world. But the 
President’s own administration, in less 
than two years in office, has wrought 
changes in the politico-economic relations 
of the federal government with the elec- 
tric power industry, of commensurate im- 
portance to the continuation of a strong 
and growing electric power supply for 
America. FRANcIs X. WELCH, editor of 
this publication, in the opening article in 
this issue, analyzes the changes which 
have taken place at the top policy-making 
level in Washington, epitomized by the 
President’s recent statement on public 
power policy at the dedication of McNary 


dam. 


_ utilities in Florida must spend 
nearly $500,000,000 during the next 
five years, to keep pace with Florida’s 
growth and the ever-increasing demands 
for public utility services. Such phenom- 
enal growth raises an important question. 
Is the regulatory climate in Florida con- 
ducive to the successful financing of such 
an expansion program. Lewis W. PETTE- 
WAY, general counsel of the Florida Rail- 
road and Public Utilities Commission, 
gives us a clear-cut description of the pres- 
ent regulatory setup in the great Peninsu- 
lar state, and how the public utility in- 
dustries there are reacting to it. Mr. 
PETTEWAY was admitted to practice at the 
bar of his native state of Florida in 1927, 
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A. BRYAN MARVIN 


after his education at Emory University in 
Atlanta and Mercer University Law 
School in Macon. He practiced in Tampa 
for twelve years, was assistant attorney 
general of Florida for three years, and has 
served at his present post for eleven years. 
His article, beginning on page 563, is in 
substance a restatement of an address he 
gave before the New York Society of 
Security Analysts earlier this year. 


. is fitting in the honoring of the Dia- 
mond Jubilee of the electric light to 
review the history of light from the earliest 


. record of mankind. In his article begin- 


ning on page 574, A. BRYAN Marvin, of 
the press relations and public information 
staff of Consolidated Edison Company of 
New York, Inc., goes all the way back to 
the pre-Christian era of the Egyptians and 
Assyrians to trace the progress made for 
providing mankind with light as an or- 
ganized public service, from the flickering 
candle to the theoretical 100 per cent con- 
version into “white light,” which remains 
for the future to see accomplished. 


Mr. Marvin was educated at St. Marks 
and Yale University. He found his way 
into utility service after two years on the 
reportorial staff of the Stamford (Con- 
necticut ) Advocate. 


THE next number of this magazine will 
be out November 11th. 


A, Citi 
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Ct a Lromise for Jomorrow-Airs Accomplished Fact Today 


so-called “giant brain” on the 
t-first in large-scale production 
lectronic computing system to 
the diverse needs of business 
ment—it’s the Remington Rand 
, acknowledged leader of the 
1ic computing field. 
‘ac is the only system with ex- 
self-checking features which 
complete reliability and accu- 


». 
racy, handling alphabetic and numeric 
data with equal ease. 

Now that the amazing speed of elec- 
tronic computing has been made prac- 
tical for commercial use, Univac is 
being put to such down-to-earth, every- 
day tasks as turning out payrolls and 
controlling inventories. For these, and 
its many other uses, Univac is the logi- 
cal choice of such users as General 


Electric, Franklin Life, Metropolitan 
Life, the National Tube Division of 
U. S. Steel, and many governmental 
agencies. 

And your company too—large or 
small—may well profit from Univac—if 
not through purchase, then through 
lease of equipment or use of our serv- 
ices. For further information, write to 
Room 2061, Remington Rand Inc. 





ECTRONIC COMPUTER DEPARTMENT, Me@ssetssgfore. Mhernsel 315 FOURTH AVENUE, NEW YORK 10, N.Y. 





Coming IN THE NEXT ISSUE 


* 


A TECHNIQUE OF OFFERING COMMON STOCK THROUGH RIGHTS 


Hundreds of security dealers throughout the United States play a most important 
part in the relationship between public utility companies and their individual stock- 
holders. John F. Childs, vice president of the Irving Trust Company, along with his 
staff assistant, Marjorie H. Cruthers, has prepared a factual account of the importance 
of giving consideration to the technique of paying fees to dealers. It is a relatively 
small cost for the benefit gained when stockholders are assisted in the intelligent exer- 
cise of their rights for new stock. This article shows by actual comparison what hap- 
pened to well-known offerings with and without dealer fees and what net gains mate- 


rialized through the application of this technique. 


TREND FROM LAWYERS TO LAYMEN ON STATE COMMISSIONS 


Twenty-five years ado a writer in this publication noted (or thought he noted) a trend 
from lawyers to laymen on the state regulatory commissions. What has happened to 
this pattern during the intervening period? Dr. Lincoln Smith, student of business 
administration, has made a careful survey based on questionnaires soliciting information 
about the business and professional background of all of our state commissioners. It 
is an important and revealing analysis. While the lawyer-to-layman trend, first noted 
in this magazine in 1929, has advanced only moderately, other significant develop- 
ments have occurred, including a pronounced trend towards businessmen and more 


recognition for staff or career commissioners. 


IT DOESN'T MAKE SENSE 


While the employee accident rate in the electric utility industry has constantly im- 
proved since 1947, the rate of improvement has shown signs of lagging behind com- 
parative progress of other industries. The average frequency of accidents for all in- 
dustry last year was considerably lower than the accident frequency rate for the elec- 
tric utilities. Is there any reason why this should be so? If not, is there any way’ in 
which the situation can be corrected? C. B. Boulet, personnel director of the Wisconsin 
Public Service Corporation, offers some valuable suggestions for the improvement of 
safety in public utility operations. The author also goes into the matter of self-exam- 
ination by utility executives for purposes of insuring more constant and careful super- 
vision of accident prevention, with emphasis on the human, as distinguished from the 
mechanical, aspects. 


* 


Al SO .... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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OTHER INDUSTRY 


da pital turnover several times a year) 





PUBLIC UTILITY INDUSTRY 


Low return on high capital investment leaves 
little margin for error. That’s why swift, accu- 
rate, economical analyses of your billing are 
imperative to maintain revenues at the max- 
imum level. 


You can be absolutely sure of getting all 
three when R&S prepares your monthly billing 
analyses. We have the staff and special ma- 
chines of our own invention that will turn out 
the work in half the time and at half the cost 


of preparation by your own personnel. 


Rate engineers of utility companies all over 
the country who use R&S analyses know how 
invaluable they are in securing favorable de- 
cisions in rate cases, because Public Service 
Commissions know and respect the thorough- 
ness of R&S analyses. 


Write, or call R&S today — there is no 
charge for consultation or estimates! 





RECORDING & STATISTICAL CORPORATION 


“Bring your figures up to date — bring them to R & S” 
100 Sixth Avenue * New York 13, N.Y. 


WOrth 6-2700 


(capital turnover once in several years) 





“There never was in the world two opinions alike.” 


J. E. Hopson 
Director, Stanford University 
Research Institute. 


ARTHUR E. SUMMERFIELD 
Postmaster General. 


CarRLos DAVILA 
Secretary General, Organization 
of American States. 


J. E. Smiru 
President, National Rural Electric 
Co-operative Association. 


3. L. ENGLAND 
President, Atlantic City Electric 
Company. 


ARTHUR H. Motley 


President, Parade Publication, Inc. 


SINCLAIR WEEKS 
Secretary of Commerce. 


—MOoNTAIGNE 





“Our mechanical wizardry has far outstripped our 
intellectual and spiritual capacity to live in harmony 


together .. .” 
¥ 


“Let the pallbearers of prosperity wail of a de- 
pression that never came, just keep your faith in our 
traditional system of free enterprise and your eye on 
the records which show its new advances.” 


> 


“In the countries of Latin America the programs of 
more than 1,000 radio stations are heard on more than 
11,000,000 home radios. Ten years ago there were hardly 
any broadcasting stations, and few receiving sets.” 


ss 


“Tf your [President Eisenhower’s] McNary dam 
speech is to be taken as a statement of the administra- 
tion’s power policy, then it is in reality a statement of 
the end of our country’s long-established power policy 
—a policy originally designed to benefit the people in- 


stead of 'the big vested interests.” 
¥ 


“Electric companies, operating as investor-owned 
enterprises, must survive on their own efforts; they 
cannot call on the resources of the public treasury, or 
appeal to the coercive strength inherent in government 
agencies. Consequently, electric companies cannot afford 
to treat customers with the classic indifference of bu- 
reaucracy and they cannot indulge in the waste and 
inefficiency so often demonstrated in government 
operations.” 


* 


“The failure of business to vigorously and constantly 
use this freedom to communicate is endangering the 
future of our kind of an economy, and not because of 
the size or the power of opposing ideas but because of 
the failure to express, intensively and extensively, the 
philosophy of a free, competitive economy. There is 
no question that an understanding of the economic facts 
is necessary if the bulk of our people are to accept and 
believe in the American way.” 


> 


“We have created a climate where the businessman 
will get a fair hearing. But more important, we are 
taking the government out of business. Already we 
have eliminated the Reconstruction Finance Corpora- 
tion. We have sold the inland waterways system. And 
the Defense Department is closing clothing and other 
plants that compete with private business. We are mak- 
ing steady progress in the opposite direction from 
Socialism, the direction we traveled for many years.” 
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wn ng and operating your communications system 
an ‘se a costly experience, with many costs frequently 





er'ooked. Depreciation, taxes, overhead, mainte- 
anc’. loss of interest on capital all contribute to your 
communication expense. 


‘ell System communications are low in cost. You 
ny only a fixed monthly charge for services tailored 


y ur exact needs. No more, no less. Your capital is 
bt ed up but left free for income-producing invest- 
en s in your business. 


If you provide your own communications system... 


HAVE YOU ADDED UP ALL THESE COSTS? 








Service has just begun when Bell System com- 
munications are installed. Maintenance, replacement, 
inventory, storage, extension and rearrangement of 
service are all handled rapidly and efficiently —no 
longer problems for you. 


Let us show you how Bell System know-how and 
experience can be put to work to solve your com- 
munications problems. For a complete communica- 
tions study, made without charge, call your local Bell 
Telephone representative today. 
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SYSTEM 





METERING CHANNELS 














EDWARD MARTIN 
U. S. Senator from 
Pennsylvania. 


HERBERT HOOVER 
Former President of the 
United States. 


Rosert E. Lee 
Member, Federal Communications 
Commission. 


Editorial Statement 
The Wall Street Journal. 


DoNnALD R. RICHBERG 
Attorney. 


Lorp MAcAULAy 
Writing in the Edinburgh Review, 
January, 1830. 


CLIFFORD F. Hoop 
President, United States Steel 
Corporation. 


REMARKABLE REMARKS—( Continued) 


“Taking thirty cents from every dollar earned is de- 
stroying incentive and is using so much of the money 
of the people which they should be permitted to spend 
as they see fit.” 

“Our greater concern should be the other variety of 
Karl Marx virus. Among them are the Socialists. They 
promote the centralized federal government with its 
huge bureaucracy.” 

- 

““As we look back over the truly marvelous progress 
we have made in all forms of electrical communication 
during the first half of the twentieth century and con- 
sider the even more marvelous facilities promised by 
cur electronic scientists for the last half. we realize that 
we are on the threshold of a new age which will effect 
tremendous changes in our patterns of thought and 
everyday living. Progress, however, is never complete 
—only fulfillment has finality.” 

e 


“Appropriations do not determine the amount of gov- 
ernment spending in a given year, but the piling up of 
huge appropriations over the years has made possible 
the stratospheric federal spending we have been suffer- 
ing. By sharply reducing appropriations, the 83rd 
Congress is forcing future government spending—and 
hence taxes—down to earth. That may prove to be the 
most gigantic giveaway to the people of all the accom- 
plishments of this giveaway Congress.” 

> 

“Tn the last fifty years the American people have be- 
come rapidly and profoundly a lawless people. By this 
| mean we largely have abandoned our respect for the 
law which was our political faith. We have forsaken 
our political religion—our belief in the eternal right- 
ness of certain principles and a consistent course of 
conduct, which we once established as the supreme law 
of the land. That is what we meant for many decades 
by the constant assertion that we have a government 


of laws, not men.” 
e 


“Our government will best promote the improve- 
ment of the nation by strictly confining themselves to 
their own legitimate duties—by leaving capital to find 
its most lucrative course, commodities their fair price, 
industry and intelligence their natural reward, idleness 
and folly their natural punishment — by maintaining 
peace, by defending property, by diminishing the price 
of law, and by observing strict economy in every de- 
partment of the state. Let the government do this— 
the people will assuredly do the rest.” 


¥ 


“It has long been a personal belief of mine that in 
any competitive industry, that company will be most 
successful which takes positive action to instill in the 
minds of its employees such elements as self-reliance, 
optimism, interest, and a high regard for their respec- 
live responsibilities. The best equipment and the most 
modern and efficient plants still require, and will con- 
tinue to require, the intelligent and unremitting co-op- 
eration of all concerned. A group of employees in the 
steel industry, just as a group of individuals engaged 
in any endeavor must work together with an assurance 
of success toward an accepted goal.” 


PUBLIC UTILITIES FORTNIGHTLY—OCTOBER 28, 1954 













































ORT AT ATT SS 








( ) 
































Typical Users of 


Newport News Equipment 


PLANT 

Boone 

Buchanan 
Caonillas 

Chief Joseph 
Clark Hill 

Deer Lake 

Folsom 

Fort Patrick Henry 
Hiwassee 

Hoover 

J. H. Kerr 

Jim Woodruff 
Lower Salmon 
Norris 

Rock Creek 
Santee-Cooper 

C. J. Strike 
Whitney 

Wilson 





LOCATION 
Tennessee 
Texas 

Puerto Rico 
Washington 
South Carolina 
Newfoundland 
California 
Tennessee 
Tennessee 
Nevada 
Virginia 
Florida 

Idaho 
Tennessee 
California 
South Carolina 
Idaho 
Texas 
Alabama 
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General view of dam at Grand Coulee, built by the Bureau 
of Reclamation, which utilizes 18 Newport News turbines, 

the most powerful ever built. Nine are 150,000 h.p. units, and 
the other nine are rated at 165,000 h.p. each. 












in building 
Water Power Equipment 






Turbines designed and built for the world’s largest 
development at Grand Coulee...and for other 
hydroelectric installations in America and various parts 
of the world... bespeak the skill and facilities 

offered by Newport News. 








This trained organization has filled hydroelectric 
turbine contracts with an aggregate rated output 
of 7,000,000 horsepower. 








Other equipment designed and built by Newport News 
includes penstocks, pressure regulators, valves, pumps, 
gates and rack rakes. Upon request, a copy of our 
illustrated booklet entitled “WATER POWER 
EQUIPMENT” will be sent to you. 
















Newport News 
SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 
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for interim boosting in fringe areas and emergencie 
-in 3 versatile, fully integrated Diesel unit 


NINETY DOLLARS PER KW 


at point of application for a typical 1000 kw unit 





Now the Electro-Motive Division of General Motors ing the most up-to-date materials, in this field. Thei 
presents, in 3 new forms, highly promising to electric engineering has taken advantage of science’s lates| 
utilities, mobile and portable Diesel-Electric gener- contributions. 

ating plants engineered out of its two decades of ex- And to this development, Electro-Motive Divisio 


perience in supplying Diesel-Electric locomotives to brings all the performance advantages and economies 
American railroads and containing many of the com- of mass production, and a single responsibility fo 


ponents proved in this grueling field. all components of every unit. 


General Motors railroad units today equal one-sixth We believe that here the electric utility field has4 
of all the country’s installed electrical generating new and remarkably adaptable tool that will fit 
capacity. many problems in an unusually economical waJ. 
The controls that fit the new units to electric utility We'd like to discuss with you the potential be efits 
applications are the most advanced devices, employ- Electro-Mobile Power may hold for your specific 1:eeds 





RAIL Car 


1,000, 750 and 500 kw units 
for use on sidings, 

or placed on Diers for 
8emt-permanen{ use, 
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yvioney-saver 


INTERNATIONAL R-110 Series. 115- 
inch wheelbase. 77-inch Service-Utility 
body. GVW ratings, 4,200 to 5,400 Ibs. 


An INTERNATIONAL Truck with Service-Utility body is 
a sure way to keep job installation and service call ex- 
penses down. These specialized trucks from INTERNA- 
TIONAL cut operating overhead in three important ways. 


1. The efficiency-designed Service-Utility body 
provides big-capacity, compartmented space for orderly, 
convenient storage of all tools and equipment .. . lets 
you take the workshop to the job — eliminates the added 
mileage and wage costs caused by job-to-shop trips for 
needed items. 


2. The modern, thrifty Silver Diamond engine that 
powers these INTERNATIONALS saves money on gasoline 





and oil . . . and its rugged all-truck design gives yo 
long-life performance at extra-low maintenance cost 


3. The sturdy, Tough-Job engineered chassis h 
what it takes to take it . . . keeps trucks on the jol 
(Service-Utility bodies are available in 77 and 89-ind 
lengths, for six truck models of 115 and 127-inch wheefLov 
base, and GVW ratings of 4,200 to 6,500 Ibs.) ele 


INTERNATIONAL Trucks with Service-Utility bodies am 
money-makers, too . . . because they speed up work, hel 
repairmen and installers do more jobs per day. Ask yo 
INTERNATIONAL Dealer or Branch for complete details 
Time payments arranged. os 


INTERNATIONAL HARVESTER COMPANY ¢ CHICAGO 


International Harvester Builds MCCORMICK® Farm Equipment and FARMALL® Tractors... Motor Trucks... Industrial Power... Refrigerators anc Freeze 


Better roads mean a better Ameri 


INTERNATIONAL TRUCK 
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MOUNT IN ANY POSITION, bushings up 
or down, on the pole or on the crossarm, 
terminals are readily accessible. 


SEPARATE GROUND STUD, available on 
both the 3- and 5-kvar units, is easily 
reached, simplifies grounding connections. 


General Electric 5-kvar, 
240-volt residential secondary capacitor 


New unit provides more kvar at lower cost 
‘o meet increasing demands of low power-factor residential loads 


*r cost, improved voltage, reduced losses, and 
‘ed capacity, can now be obtained with the new, 
5-kvar residential secondary capacitor. One 5- 
unit can be substituted for two 3-kvar units in 
cases, thus lowering the total installed cost 
var. 
new 5-kvar unit can be mounted on the pole, 
> crossarm or on brackets, with bushings up or 
A separate ground stud, on both the three and 
var units simplifies grounding connections. 


The new 5-kvar unit employs all-temperature 
Pyranol* dielectric. Synthetic rubber bird caps are 
supplied on the bushings. In addition, an insulated 
lead and a properly rated fuse-lead are shipped with 
each capacitor. 

For more information on the new G-E 5-kvar resi- 
dential secondary capacitor, contact your G-E Ap- 
paratus Sales Representative or write for Bulletin 
GEA-6186 to Section 441-11, General Electric Co., 
Schenectady 5, N. ¥. *Reg. trade-mark of General Electric Company. 


Progress /s Our Most Important Product 


GENERAL @@ ELECTRIC 








Hydrogen 
Fully cooled unit — 
supercharged unit not supercharged 
with latest 
exciter 
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Supercharged Hydrogen Cooling! The first trend-setting rotor 
supercharged steam turbine generator unit established availability record of 
99.86% during first two calendar years. Models of generators at left clearly show 
relative size reduction obtainable with fully supercharged cooling. 





Utility Equipment 


Here are just a few of the many develop- industry. For information on any of these 
ments introduced by Allis-Chalmers in the _ items call your nearby A-C office or write 
last few years for the fast-moving utility Allis-Chalmers, Milwaukee 1, Wisconsin. 
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Developments in Motors and 
Pumps for Boiler Feed Service 


Redesigned Two-Pole Motor — Top ait 
intake and discharge plus spiral stator core 
ventilation are now featured. Top air discharge 
permits closer mounting of motors. Spiral venti- 
lation assures even internal cooling...helps re 
duce noise. In addition, motor has modern appear: 
ance and new capsule-type bearings are provided, 


Latest Boiler Feed Pump — Recent refine 
ments include simplified oil piping arrangement 
and lagging around barrel to permit insulation 
of barrel and provide improved appearance. 
Pump is barrel-type for high efficiency, high 
Pressure service. Single stage back-to-back im 
pellers balance axial forces without use of bal 
ancing drum. Double volute casings balance 
radial forces. 





Pneu-Draulic is an Allis-Chalmers trademar“. ‘ 
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New Simplicity! Pneu-Draulic operating mechanism for breakers utilizes hydraulic 
principle instead of air. This reduces dirt and moisture hazards, adds reliability to breakers. 
These 115-kv breakers with Pneu-Draulic operators have been in service more than a year. 


evelopments 


A Look At Tomorro 


This 5000-kva power transformer, desig 
for 600 or 800-kv service, was built 
help advance engineering knowledge 
ward possible future requirements, 





Space-Saving Condenser! 1.2: 
100,000-square-foot condenser, now being built 
lustrates trend to rectangular shape, which per 
savings in plant construction cost. Model alld 
unusual view of unit. This condenser features m 
steam path design for low ‘terminal difference,” h 
condensate temperature and low absolute press 
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More and more 
Utilities and Industries 
find the need for 


the help you ' 
“errors eee OF before 


FINANCING 
ACCOUNTING 
TAXES 


INSURANCE soa ; , 
PENSIONS We invite your inquiry. 


RATES Write for our booklet describing 
masbemnenndaned in detail the many services 
ancnenniteneitid available to you. 
CONSULTING & DESIGN ENGINEERING 
PURCHASING Address: Department E 
INDUSTRIAL & PUBLIC RELATIONS 20 Pine Street, New York 5, N. Y. 
ADVERTISING 


COMMONWEALTH ASSOCIATES INC. 


20 Pine Stee, New Yok 5 MY. 
Goto Michigan ‘Wishing, DC. 














Have you looked into 


TOMORROW'S TRUCK TODAY? | 
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just 5 years of production... 





‘his startlingly new idea in 
Aotor Trucks has become a 
familiar sight on America’s 
gtreets and highways 
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5 YEARS AGO The White Motor Company introduced an entirely owners have cost records to prove that the White 3000 reduces 

new type of truck—completely functional—designed to reduce delivery costs spectacularly. The White Roll Call of owners of 

delivery cost because it could do more work per day or per ten or more is published as unassailable proof of this fact. 

mile. So new and different, other manufacturers thought the If you have not had the White 3000 demonstrated in your 

White 3000 of little consequence, at the time. service—to see for yourself its ability to cut your delivery time 
TODAY ... just five years later. . . thousands of successful fleet and costs—call your White Representative today. 


THE WHITE MOTOR COMPANY 
Cleveland 1, Ohio 


For more than 50 years 
the greatest name in trucks 


MOLONEY POWER TRANSFORMER 
are at work... 





HEREVER electricity is transmitted and distributed . . . here 
in the United States, or in places far remote ... you will find 
Moloney Transformers and Regulating Equipment. An ever grow- 
ing market has been accepting and using our product since 1896. 
In all this time the name Moloney on a Transformer has come 


to mean that better performance and greater reliability can be 





expected of that transformer. We are proud of our reputation 
Moloney Power Transformers, engineered 


and proud of your confidence in us. and built to your specifications, are 
available in any Kva and voltage rating 


Our efforts in engineering, research and design are directed to- for utility and industrial applications. 
ward the maintenance of this leadership and the result is... a 
better product today . . . an even better product tomorrow. 
MES2-1 
Manufacturers of Power Transformers ¢ Distribution Transformers * Step Voltage Regulators 
Regulating Transformers * Load Ratio Control Transformers * Unit Substations »* Network 


Transformers « Constant Current Transformers * Capacitors « Transformers for Electronics 





MOLONEY ELECTRIC COMPANY 


SALES OFFICES IN ALL PRINCIPAL CITIES e FACTORIES AT ST. LOUIS 20, MO. AND TORONTO, ONT., CANADA 
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OCTOBER- NOVEMBER 








Thursday—28 


| irginia-West Virginia In- 
dependent Telephone Asso- 
ciations begin joint conven- 
tion, Roanoke, Va. 


Friday—29 


Public Information Pro- 

gram ends 3-day annual 

workshop conference, St. 
Louis, Mo. 





Saturday—30 


Southeastern Electric Ex- 

change ends 3-day general 

sales conference, New Or- 
leans, La. 


Sunday—31 


American Standards Asso- 
ciation will hold annual 
meeting, New York, N. Y. 
Nov. 15-17. Advance notice. 





November 


Monday—1 


American Welding Society 
begins national fall meeting, 
Chicago, Ill. 





Tuesday—2 


Wisconsin Utilities Associ- 
ation will hold electric-gas 
sales and engineering con- 
vention, Milwaukee, Wis. 
Nov. 17-19. Advance notice. 


Wednesday—3 


American Water Works 

Association, Virginia Sec- 

tion, begins meeting, Rich- 
mond, Va. 


9 





Thursday—4 





Midwest Industrial Gas 
Council begins fall meeting, 
Chicago, Ill. 








Friday—5 


Pennsylvania Electric Asso- 
iation, Transmission and 
listribution Committee, 

ends 2-day fall meeting, 

Hagerstown, Md. 


Saturday—6 


National Farm Electrifica- 
tion Conference will be held, 
New York, N. Y. Nov. 18, 


19. Advance notice. 


Sunday—7 


American Water Works 

Association, Florida Sec- 

tion, begins meeting, St. 
Petersburg, Fla. 


Monday—8 


National Association of 
Railroad and Utilities Com- 
missioners begins annual 
convention, Chicago, III. 








Tuesday—9 


abama-Mississippt Tele- 
me Association ends 2- 
y annual convention, Bir- 


mingham, Ala. 





Wednesday—10 


American Water Works 
Association, North Carolina 
Section, ends 3-day meeting, 


Asheville, N.C. 





Thursday—11 


National Electrical Manu- 

facturers Association ends 

4-day annual meeting, Chi- 
cago, Ill. 





Friday—12 


Georgia Telephone Associa- 
tion begins annual conven- 
tion, Augusta, Ga. 




















Courtesy, Detroit Edison Company 


“With ease the smallest beam of light 
Can pierce the very darkest night.” 
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The Administration’s Public 
Power Policy 


On October 24th President Eisenhower was slated to participate in a program 
observing the seventy-fifth anniversary or “Diamond Jubilee” of the discovery 
of the incandescent electric light by the late Thomas A. Edison. This event 
should also serve to focus attention on the changes which have been taking 
place since the President’s own administration took office, with respect to 
relations between the federal government and the electric utility industry. 
Here is an analysis of the Eisenhower public power policy as highlighted in the 
President's speech dedicating McNary dam on September 23, 1954. 


By FRANCIS X. WELCH* 


VER since the dawn of recorded his- 
tory, the relationship between the 
individual and his government has 

been the underlying social problem of 
every age. At times the problem has been 
overshadowed by the resounding hoof 
beats of the Four Horsemen of the 
Apocalypse: pestilence, war, famine, and 
destruction. At times the problem has been 





*Editor, Pustic UTILITIES ForTNIGHTLY. For ad- 
ditional personal note, see “Pages with the Editors.” 
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submerged by invading conquerors and 
natural catastrophes. At times the prob- 
lem has been driven underground by the 
tyranny of despots. 

Never, however, over a long enough 
period has the human race ever been en- 
tirely free of this most important prob- 
lem of weighing the rights and privileges 
of the citizen against the demands and 
obligations of the state. And this has been 
true whether the citizen lived under a gov- 


OCTOBER 28, 1954 


PUBLIC UTILITIES FORTNIGHTLY 


ernment of his own choice or under the 
superimposed reign of a Caesar. Render- 
ing to Caesar the things that are Caesar’s 
has thus become the central issue in any 
concept of government organization, as it 
affects the individual citizen, his family, 
and his property or means for support. 
There are plenty of reasons why no set 
formula of government-citizen relation- 
ship has ever been universally accepted as 
the last word in a permanently satisfactory 
arrangement. Changing conditions have 
constantly challenged every arrangement 
mankind has been able to work out for his 
own social order. The education of the 
masses, the discoveries, and inventions 
which have been pouring forth steadily 
since the Industrial Revolution of the past 
century, the shifting growth and density 
of population—all have contributed to a 
constant re-examination of what the citi- 
zen owes to his government and what the 
government owes to the citizen. 


B” with the advent of free government 
in the western world, along with its 
concept of free competitive enterprise and 
private property, a general principle has 
emerged. It is a principle which might well 
serve as a continuing standard or test of 
the proper roles of government and citizen, 
respectively, for many years to come. 
President Eisenhower harkened back to 
this general principle in his memorable 
statement of federal power policy at the 
dedication of McNary dam in Portland, 
Oregon, on September 23, 1954. The 
President admitted that he could state this 
principle no more succinctly, nor in a more 
forceful way than in these words of 
Abraham Lincoln: 


The legitimate object of government 
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is to do for a community of people what- 
ever they need to have done, but cannot 
do at all, or cannot so well do for them- 
selves—in their individual capacities. 


The President was referring to McNary 
dam as an example of a multipurpose proj- 
ect for the needed development of natural 
resources of the Columbia river, which 
was so vast in scope and complicated in its 
financial and political organization that 
services of the federal government were 
required. “We all know that when con- 
struction was started on McNary dam, 
no local enterprise—public or private— 
could have financed it,” said Mr. Eisen- 
hower. That is not necessarily true today. 
The investor-owned power companies of 
the area, and the public utility districts 
of the area could probably finance the 
power facilities and pay the major share 
of the costs for this development. 

But it was the basic philosophy of 
maximum reliance on local responsibility 
that President Eisenhower was underscor- 
ing in his quotation from Abraham Lin- 
coln. He went on to point out that, having 
acquitted itself of its obligation for 
regional development of such projects as 
McNary dam, it was necessary and proper 
for the government to retire from the field 
at the earliest point at which local inter- 
ests, public or private, could take over their 
share of the responsibility. President 
Eisenhower added: “Here let us draw the 
line as Lincoln himself would, when he 
went on to say this: ‘In all that the people 
can individually do for themselves, gov- 
ernment ought not to interfere.’ ” 


— this philosophy to hydroelec- 
tric power development, President 
Eisenhower observed : 
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It is not properly a federal responsi- 
bility to try to supply all the power 
needs of our people. The federal gov- 
ernment should no more attempt to do 
so than it should assume responsibility 
for supplying all their drinking water, 
their food, their housing, “and their 
transportation. 

To attempt such a centralization of 
authority and responsibility always 
starts a deadly cycle... 


And what are some of the dangers of 
unnecessary intrusion by the federal gov- 
ernment in an area where local interests 
are able (if not always ready and willing) 
to take over? President Eisenhower put 
his finger squarely on the dilemma which 
the Pacific Northwest faces when he said : 


. .. a region which lets itself become 
completely dependent upon national 
funds provided by a Congress... fre- 
quently finds that the funds fail to keep 
pace with local needs. But the important 
thing is that as federal power expands 
in a region, local enterprise becomes in- 
creasingly intimidated and discouraged, 
even though the needs for energy con- 
tinue to grow. Thus still more federal 
intervention becomes necessary. Such a 
conversion of local regions into federal 
satellites poses a threat deadly to our 
liberties. The administration in Wash- 
ington—and the present leadership in 


q 


e 


“It ts a@ fact that during the past two decades the proportion of 
public ownership in the field of our national power supply has 
increased from an infinitesimal percentage to about one-fifth. 


Congress—are unalterably opposed to 
such malignant growth of bureaucracy. 


Sees are some signs that this has al- 
ready happened, to some extent, in the 
Pacific Northwest. Investor-owned power 
utility companies—operating under the 
threat of eventual extinction by public ac- 
quisition (as happened in the Tennessee 
valley) have had a difficult job trying to 
plan, finance, and construct in proportion 
to the foreseeable needs of the area for in- 
creasing power. On the other hand, the 
construction period of Chief Joseph dam 
will be ten years because of increasing con- 
gressional reluctance to grant enough an- 
nual appropriations to take care of the 
federal government work as quickly as it 
could otherwise have been accomplished. 
Congressmen from New England, the 
Middle West, and other areas are becom- 
ing more and more questioning about the 
diversion of federal funds contributed by 
the general taxpayers for exclusively local 
or regional benefits. 

It is no mere coincidence that out of the 
nation as a whole, the two regions where 
the recurrent threat of power shortage, be- 
cause of the reduced margin of reserve 
capacity, has been most persistent is in the 
two areas of extensive federal power de- 
velopment over the past two decades—the 
Pacific Northwest and the Tennessee 
valley. 


Maybe this in itself is not Socialism. On the other hand, few 
will deny that 100 per cent public ownership in the power indus- 


try would be Socialism.” 
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oma Eisenhower’s speech at Mc- 

Nary dam was a clear-cut and coura- 
geous restatement of Lincoln’s principle of 
local responsibility as it applies to the 
more complex economic and social con- 
ditions which prevail today. The President 
preferred to pitch this principle on a broad 
philosophical level, avoiding extremes of 
both the right and the left—those who 
would bar the federal government entirely 
from regional assistance, and those who 
would dump the entire responsibility of 
regional needs into the lap of the fed- 
eral government. Here is the middle-of- 
the-road note which the President struck 
in his address: 


In this effort, we shall avoid extremes. 
We shall neither withdraw from the 
power field nor federalize all electric 
power generators in the United States. 
Instead, we shall continue to advance 
in a spirit of helpfulness to localities, 
and in a spirit of co-operation with local 
citizens. 

Where local enterprise can shoulder 
the burden, it will be encouraged and 
supported in doing so. But where local 
action cannot or should not fully meet 
the need, we shall have federal action. 


This is the real keystone of the federal 
power policy as envisioned by the Eisen- 
hower administration. It explains the em- 
phasis on “partnership”—leaving to local 
areas the decision as to what form local 
participation should take, whether public, 
private, or mixed. It is a philosophy in 
keeping with our democratic tradition of 
encouraging maximum responsibility at 
the grass roots. In a friendly partnership, 
one partner does not tell the other partner 
how to run his personal affairs. The re- 
lationship is restricted to the effective op- 
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eration of the partnership for the purpose 
for which it was established. 

The important thing is to avoid the 
dangers of monopoly, whether from the 
left or the right. Changing conditions and 
the complexity of modern development 
may make it necessary to adjust the ap- 
plication of general principles, but they 
should never tempt us to throw them over- 
board in favor of something quite foreign 
to Lincoln’s basic premise of local re- 
sponsibility and the community of interest 
between the government and its citizens. 


Regulation of Private Monopolies 


— time to time it has been necessary 

to impose more or less government con- 
trols on private enterprise. Over three 
hundred years ago the celebrated British 
Chief Justice, Lord Hale, recognized the 
distinction between private competitive 
businesses and those which were in a posi- 
tion to take advantage of citizens because 
of certain natural monopolistic character- 
istics of their organization. Lord Hale up- 
held the right of the government to 
regulate the fees of ferryboats and grist- 
mills and innkeepers, and fix the price of 
the services which the innkeepers supplied 
to the lonely traveler in those far-off days. 

Lord Hale’s distinction between private 
business and “business charged with a pub- 
lic interest” was restated over three-quar- 
ters of a century ago by our own U. S. 
Supreme Court in holding that warehouses 
(and subsequently common carriers) could 
be validly compelled by the government to 
serve at prices fixed by law for the com- 
mon good of all. Thus was the concept 
of public utility regulation established in 
American practice. 

About the same period the genius of the 
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“Withering Away” of State Control in Reverse 


& ‘pat of the basis for nineteenth century socialist thinking was the no- 

tion that collectivism would put an end to explottation and, therefore, 
usher m an age of plenty. With this was naturally coupled the thought 
that the innate goodness of human nature would then lead to peaceful and 
pleasant ways of living. But along came Fascism, Nazism, and Commu- 
nism—with unlimited collectivism and horrors such as no one had ever 
dreamed of. Obviously, collectivism was no cure-all.” 


—WIL.iIAM E. Boun, 
Editor, The New Leader. 








late Thomas A. Edison discovered the 
electric light and Dr. Alexander Graham 
Bell invented the telephone. This year, the 
electric utility industry is celebrating the 
Diamond Jubilee or seventy-fifth anni- 
versary of Edison’s discovery and the 
world can bear witness to its accomplish- 
ment in that relatively brief period. 


© eee this system of regulated mo- 
nopoly, the electric utility industry 
has developed to the point where almost 
half the generating capacity of the entire 
world is serving a nation which embraces 
only 7 per cent of the world’s population. 
Under this same system our other great 


utility enterprises have flourished—our 
telephone industry (with almost two- 
thirds of the world’s telephones), our 
great railroads, airlines, natural gas pipe- 
lines, and other facilities which contribute 
so much to the high standard of American 
living. 

But the importance of water resource 
development, which is becoming increas- 
ingly precious and critical, especially in 
the West, has brought new complications. 
Regulated private monopoly could not 
reasonably be expected to develop our 
waterways for irrigation and navigation. 
So, it was necessary to extend the role of 
government to fill the vacuum. Further- 
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more, the role of government exists at 
three levels: federal, state, and local. All 
of these factors must be weighed in the 
determination of the local “partnership,” 
of which President Eisenhower speaks. 
The real danger, of course, is that through 
displacement of local interest and responsi- 
bility, or by reason of bureaucratic ambi- 
tion at the federal level, a government 
monopoly would be created. Government 
monopoly by its very nature is less sus- 
ceptible to control than the private utility. 


oo Europe and such countries as 

Uruguay in South America are littered 
with government monopolies which have 
demonstrated their impact on the lives and 
liberties of the private citizen. They bear 
witness to the dangers which are ever 
present in that course. Centralized mo- 
nopoly there has taken the place of volun- 
tary partnership. Here are President 
Eisenhower’s own courageous words of 
warning about such a drift towards cen- 
tralized government control: 


Yet, there are some who contend that 
the development and distribution of 
hydroelectric power is exclusively the 
responsibility of the federal govern- 
ment. . . . Indeed, in some instances, 
the enthusiastic disciples of centralized 
responsibility and authority insist that 
since the federal government should 
provide all hydroelectric power, it 
should eliminate competition by provid- 
ing steam-electric power as well. 

Only thus, these zealots would have 
us believe, can we poor citizens be pro- 
tected against exploitation by what they 
call the “predatory” exponents of 
Capitalism—that is, free enterprise. .. . 
these advocates of centralized govern- 
ment shut their eyes to the remarkable 
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development of this nation during past 
decades. They must wonder how such 
prosperity came about when communi- 
ties and citizens were free to look after 
themselves—including their own pro- 
tection against the so-called local “‘in- 
terests.” 

These believers in centralization fail 
to warn us that monopoly is always 
potentially dangerous to freedom—even 
when monopoly is exercised by govern- 
ment. Curiously enough, they proclaim 
their fear of a private power monopoly 
in a county, city, or state, but urge upon 
us all a gigantic, overwhelming, nation- 
wide power monopoly. But, of course, 
they also see themselves as the all-wise 
directors of that monopoly—so all 
would be well. 

The American people do not want and 
do not need to have any such monopoly, 
nor do they want a system leading to- 
ward it. They know they can have all 
the power capacity of our streams de- 
veloped, as needed, without forfeiting 
the advantages of local responsibility 
and participation. 


} hn philosophy is only new in its set- 

ting at McNary dam as of September 
24, 1954. The late President Franklin D. 
Roosevelt said pretty much the same thing 
in a speech in the same city almost twenty- 
two years to the day before President 
Eisenhower spoke at McNary dam. It was 
during the presidential campaign of 1932 
that Franklin Roosevelt, addressing a 
Portland audience on September 21st, 
made the following declaration of policy: 


I do not hold with those who advocate 
government ownership or government 
operation of all utilities. I state to you 
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categorically that as a broad general rule 
the development of utilities should re- 
main, with certain exceptions, a func- 
tion for private initiative and private 
capital. 

But the exceptions are of vital im- 
portance, local, state, and national, and 
I believe that the overwhelming ma- 
jority of the people of this country agree 
with me. 

Again we must go back to first prin- 
ciples: A utility is in most cases a 
monopoly, and it is by no means pos- 
sible in every case for government to 
insure at all times from mere inspection, 
supervision, and regulation that the pub- 
lic should get a fair deal—in other 
words, to insure adequate service and 
reasonable rates. . . . 

State-owned or federal-owned power 
sites can and should properly be de- 
veloped by government itself. When so 
developed, private capital should be 
given the first opportunity to transmit 
and distribute the power on the basis of 
the best service and the lowest rates to 
give a reasonable profit only. 


The Ebb and Flow of Regulation 


ie is interesting to note that the late 
President Roosevelt in this same speech 


q 
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“THERE can be little argument that the policy of the federal 
government on public power development, prior to the Eisen- 
hower administration, had been drifting steadily in the direc- 


had previously referred to Lord Hale’s 
dictum on the importance of regulating 
business charged with a public interest. 
One of the interesting features of this 
concept of regulation is its economic elas- 
ticity. It is a principle which ebbs as well 
as flows. Regulation does not always neces- 
sarily move in the same direction. In Lord 
Hale’s time (1609-76) a good many ac- 
tivities which we would call private com- 
petitive business today were public business 
and subject to price controls. At the time 
of the American Revolution when private 
business in colonial America was in a 
primitive state of organization, the 
Colonies were fixing prices of numerous 
marketable commodities and services, such 
as tobacco, bread, ale, and innkeeping. As 
business production increased, competition 
increased and the need of government 
regulation and price fixing receded. The 
price controls sloughed off from disuse. 
There may come a day in the future of 
the atomic age when the need of direct 
government activity in the development of 
natural resources will become less and less 
required. As these changes take place, the 
role of regulated private enterprise may 
find new opportunities for public service. 
Until that time, however, the “partner- 
ship” principle of President Eisenhower 
seems the safest form of applying Lin- 


tion of public ownership under centralized federal control. While 
critics of the Eisenhower concept of ‘partnership’ may deny 
that there is any danger of socializing the power industry or 
developing a federal monopoly, there are certain hard facts 


which point in this direction.’ 
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coln’s idea of encouraging local re- 
sponsibility. 


UR government organization is not so 

simple as in the days of Abraham 
Lincoln. Local governments at the mu- 
nicipal level had entered the picture of 
some utility services in some areas even 
before the discoveries of Edison and Bell. 
President Eisenhower took note of this 
when he said : 


Throughout our country are many 
public enterprises—organized years ago 
by states, municipalities, and other pub- 
lic agencies—which have long been in 
successful operation. In hundreds of 
other instances, power has been and is 
being provided by private enterprise 
under the regulatory processes of the 
particular governmental agency in- 
volved. In each instance the people di- 
rectly concerned by such operations 
have decided whether they are best 
served by public or by private agencies. 


But it is noteworthy that the President 
himself recognizes the distinction between 
regulated business-managed utilities and 
unregulated government monopoly. The 
issue is not, said the President, “public 
power versus unregulated private power. 
The true issue posed to us is federal 
monopoly of power, against public or 
regulated private power, freely chosen in 
each instance by the citizens of each area, 
with the federal government drawn in as a 
co-operating partner where this seems 
necessary or desirable.” 


i I* went on to point out that under fed- 
eral law all hydroelectric develop- 
ment is subject to the control of the Fed- 


eral Power Commission. Licensees, 
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whether public or private, must show evi- 
dence that the project will make maximum 
use of the developed resources. In addi- 
tion to license fee payments, the prop- 
erties are subject to federal recapture 
at the end of the licensing period. It 
is apparent that the President sees 
clearly the dangers of gradual growth 
of government monopoly if local respon- 
sibility and participation are eroded under 
a policy of centralized federal develop- 
ment. 

Whether this is “creeping Socialism”’ is 
a matter of definition and labeling. It is a 
fact that during the past two decades the 
proportion of public ownership in the field 
of our national power supply has increased 
from an infinitesimal percentage to about 
one-fifth. Maybe this in itself is not Social- 
ism. On the other hand, few will deny that 
100 per cent public ownership in the power 
industry would be Socialism. 


i pw process of gradual industry-by-in- 

dustry progress of centralized public 
ownership, starting with utilities, is honest- 
ly called by its right name in Great Britain. 
It was installed during the past decade by a 
Labor-Socialist government, which also 
proceeded to socialize gas, the railroads, 
common carriers, coal mines, and steel. 
(The British telephone industry had al- 
ready been socialized for many years.) The 
British Laborites are not afraid of the 
word “Socialism.” They are proud of it, 
in fact. 

At one time our electric utility in- 
dustry was almost entirely owned and op- 
erated by private enterprise, as is still the 
case with our American gas and telephone 
service. Today the power industry is only 
four-fifths privately owned and operated. 
So, in the light of the current catch-phrase 
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An Agenda for Socializing America? 


64 HEN the Eisenhower administration came to Washington on Jan- 

uary 20, 1953, we found in the files a blueprint for socializing 
America. ... (This) scheme contained plans for adding $40 billion to the 
national debt by 1956. It called for socialized medicine, socialized housing, 
socialized agriculture, socialized water and power, and perhaps most dis- 
turbing of all, socialization of America’s greatest source of power, atomic 


energy.” 





“the great giveaway” an observer might 
today wonder who is giving away what to 
whom. 

But whether public ownership of the 
power industry is gradual or piecemeal, 
there must obviously be some point in our 
American economy—let us say one-fifth, 
one-third, or one-half, or more than that 
—where we would have to face up honest- 
ly to the fact of socialistic control. The 
present administration foresees that pos- 
sibility and has drawn the line at a point 
where the danger can be minimized. Such 
a line is drawn by emphasis on local re- 
sponsibility, getting people to do as much 
for themselves as they can. Socialism is in- 
variably the creature of strong centralized 
government, paralyzing the initiative of 


—RIcHARD M. N1xon, 


Vice President of the United States. 





the individual and the responsibility of the 
local community. 


HERE can be little argument that the 
policy of the federal government on 
public power development, prior to the 
Eisenhower administration, had been drift- 
ing steadily in the direction of public own- 
ership under centralized federal control. 
While critics of the Eisenhower concept 
of “partnership” may deny that there is 
any danger of socializing the power in- 
dustry or developing a federal monopoly, 
there are certain hard facts which point in 
this direction. 
Two states (Nebraska and Tennessee) 
now have government monopolies over the 
power business. True, the Tennessee Val- 
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ley Authority got its monopoly by purchase 
agreements under which former privately 
owned power companies “voluntarily” 
sold out their properties to the Tennessee 
Valley Authority. The same thing hap- 
pened in Nebraska, except that the pur- 
chasers were local public agencies financed 
by the federal government. But in either 
event, the monopoly is today complete. 
Anyone who doubts it is at liberty to try 
to go into the electric power utility busi- 
ness in either Tennessee or Nebraska and 
see how far he gets. 

Furthermore, it is a monopoly which is 
jealously guarded. The recent proposal to 
have a privately owned utility syndicate 
build a steam power plant at West Mem- 
phis, Arkansas, to replace TVA power 
needed by the Atomic Energy Commis- 
sion, drew charges that it was a “plot” to 
destroy the TVA. 


S. SENATOR Kefauver (Democrat, 

* Tennessee), a champion of TVA, 

gives the following somewhat fanciful ac- 

count of how this “plot” is supposed to 

work. Addressing a political meeting in 

Portland, Oregon, on September 28, 1954, 
Senator Kefauver stated : 


In simple terms the plan is to ring the 
TVA with great private steam electric 
stations, just as the United States has 
ringed the Soviet empire with bomber 
bases. Then, by cutting off all appropri- 
ations for additional TVA generating 
capacity, the way could be opened for 
the surrounding private power com- 
panies to raid the TVA territory, even- 
tually destroying its control of its own 
business. 


When we recall that TVA was only one 
of seven to nine valley authorities, or- 
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ganized along the same lines, proposed by 
TVA’s original sponsor in the House, 
former Representative Rankin (Demo- 
crat, Mississippi), it will be seen that a 
tendency to build up power monopolies 
whether under federal or iocal public 
agencies, is not a fantastic illusion. Bills 
to do just that have been introduced in 
every Congress for the past twenty years— 
often with administration approval. 

Over five years ago, the then Under 
Secretary of Interior, Oscar L. Chapman, 
gave the following frank description of the 
role which he thought the Interior De- 
partment ought to play in the federal de- 
velopment of water power: 


With regard to the development of 
hydroelectric power, we conceive it to 
be our obligation to recommend, in con- 
nection with river development projects 
of the department, the installation of 
power facilities necessary to convert the 
water power which would otherwise run 
wasting to the sea to the maximum 
amount of useful hydroelectricity con- 
sistent with the primary purposes of 
which these works are built. On a river 
like the Colorado, or the Missouri, or 
the Columbia, great projects are re- 
quired for flood control, navigation, ir- 
rigation, and power. We are charged 
with the obligation not only of seeing 
to it that the power-producing capabili- 
ties of such great projects are fully em- 
ployed in the public interest but also 
that the power which they produce will 
be made available to the ultimate con- 
sumer on a basis such as to encourage 
its widespread use at the lowest possible 
rates. 

In accordance with the law, our mar- 
keting policy contemplates the provision 
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by the government of its own transmis- 
sion facilities, in order that assurance 
can be given to public bodies and co- 
operative organizations that they can 
secure power directly from the govern- 
ment in accordance with the preference 
requirements of law. In this way can the 
monopoly of this great public resource 
be prevented. 


It should be understood, of course, that 
when Mr. Chapman said “we,” he meant 
the Interior Department, of which he later 
became Secretary. What’s more, he fol- 
lowed through on his idea that the federal 
government should be responsible for fur- 
ther water power in the West by objecting 
to every major hydroelectric license sought 
by a private utility company. And mighty 
few licenses were granted by the Federal 
Power Commission to private electric com- 
panies. One of these was as far east as 
Virginia, where the Virginia Electric & 
Power Company proposed to develop a 
hydro site on the Roanoke river. The Fed- 
eral Power Commission agreed; but Mr. 
Chapman fought the issue all the way 
through the U. S. Supreme Court before 
he gave up. Subsequently, Interior Depart- 
ment objections were withdrawn to private 
hydro developments on Kings river in 
California and the Snake river at Hell’s 
Canyon in Idaho, with the advent of the 
Eisenhower administration. 


| pow the standpoint of proper relation- 

ship between the citizen and his govern- 
ment, there can be no objection to social- 
ized utility service or any other form of 
Socialism, per se—provided it is under- 
stood in advance, and a free decision is 
made through democratic processes on the 
basis of that understanding. But the true 


objective of public ownership in the power 
business in the United States has been any- 
thing but generally understood in ad- 
vance. It is rarely discussed with full 
frankness by its proponents. 

The TVA was started primarily as a 
federal government program to aid the 
national defense, improve the navigation 
of the Tennessee river, and establish flood 
protection and other conservation meas- 
ures in the Tennessee valley area. The 
words “electric power” did not even ap- 
pear in the preamble of the original TVA 
Act. The most important thing the orig- 
inal act did have to say about TVA’s 
power operations came in the form of a pro- 
vision (§ 10), authorizing and empower- 
ing the TVA board “to sell the surplus 
power not used in its operations, and for 
operation of locks and other works gen- 
erated by it, to states, counties, municipali- 
ties, corporations, partnerships, or indi- 
viduals.” 


HE words “surplus power,” which in 

ordinary usage would seem to be 
synonymous with a by-product or extra 
supply of power primarily intended for 
government’s own need, were soon given 
an unique construction. Surplus power, in 
this special sense, came to mean all the 
power which could possibly be developed 
at a given site regardless of the govern- 
ment’s own needs for locks, dams, etc. The 
situation recalls the story of the little boy 
who, after being told he could have all the 
crumbs off the cake his mother had baked 
for party guests, proceeded to crumble up 
the whole cake. 

Despite all the earlier accent on naviga- 
tion, flood control, fertilizer, conservation, 
etc., everyone knows today that TVA’s 
principal function is the production and 
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sale of electric power supply. It accounts 
for over 90 per cent of TVA activity and 
over half of this power is steam generated. 
When validity of TVA’s operations was 
first contested on ground of constitutional- 
ity in the U. S. Supreme Court, TVA’s 
counsel conceded before the bench that 
only hydro and not steam plant operations 
would be valid for TVA. But step by step, 
TVA has moved from one “constitutional 
peg” to another (to use the phrase given 
to these shifting explanations by the late 
U. S. Senator Norris of Nebraska) until 
today the very thought of private power 
companies establishing fuel-generating 
electric plants on the western border of the 
TVA area (across the Mississippi river) 
provokes charges of a “plot,” such as that 
envisioned in the above quotation from 
Senator Kefauver. 


S° the advocates of public ownership in 

the power business are apparently very 
determined about establishing and main- 
taining such area monopolies. Why other- 
wise would they object to any effort to con- 
tain or limit the territorial operation of 
such federal ventures? The yardstick of 
yesterday has become the area monopoly 
of today, under control of publicly owned 
power enterprise, and if these advocates 
were equally frank about their aims for 
tomorrow they might confess that they 
would like to see that area expanded to the 
point of distinction of investor-owned 
electric utility service. That is the course 
socialization of utilities has always fol- 
lowed in other countries and there is no 


reason why we should expect that it would 
follow any different course—once the 
movement gained full momentum in this 
country. 


i ow repeat, there is nothing inherently 
wrong with this if the people really 
want it and understand it and vote for it. 
But there is grave question whether they do 
understand it or would approve it if they 
did. The Eisenhower “partnership” policy 
tends to put the power decision in the 
hands of local citizenry where the issue 
would be better understood. The citizens 
of states, cities, or districts desiring to go 
in for public ownership of power at any 
of those political levels would have to ap- 
prove it at the polls. They would have to 
vote bond issues to finance the same. They 
would, in short, realize what they are do- 
ing, instead of having it all done for them 
by a remote federal agency which would 
present them with an accomplished fact 
after it was done. 
In short, the President’s policy calls for 
a re-examination of the age-old relation- 
ship of the citizen with his government 
with respect to providing him with his 
electricity. Federal aid and direct federal 
construction will be continued when and 
where they are necessary to surmount the 
difficulties of multipurpose projects which 
must have such federal assistance. But the 
participation and the co-operation of local 
government and local enterprise will be 
encouraged as much as possible in the over- 
all public interest. That seems to be the 
Eisenhower power policy in a nutshell. 
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Utility Regulatory Climate 
In Florida 


Public utilities in Florida must spend nearly $500,000,- 
000, during the next five years, to keep pace with Flor- 
ida’s growth and the ever-increasing demands for public 
utility services. Such phenomenal growth raises an 


important question. Is the regulatory climate in Florida 
conducive to the successful financing of such an expan- 


sion program 


4 


By LEWIS W. PETTEWAY* 


LORIDA’S natural climate needs no 

boosting anywhere. Her regulatory 

climate is even better than her natural 
climate—it is free of squalls and storms 
and unpredictable hurricanes which some- 
times damage and destroy property and 
earning power with but little warning and 
no apparent reason. But let the reader con- 
sider the facts and draw his own conclu- 
sions. 

In order to intelligently evaluate the 
regulatory climate in Florida, an explana- 
tion of the agency which regulates public 
utilities in that state is in order. The rates 

*General counsel, Florida Railroad and Public 


Utilities Commission. For additional personal note, 
see “Pages with the Editors.” 


563 


and services of privately owned public util- 
ities in Florida, and the sale of their se- 
curities, are regulated by the Florida Rail- 
road and Public Utilities Commission. 
This state agency has replaced all local 
boards and commissions, such as the 
Pinellas County Utility Board and the 
Tampa Utility Board. Local regulation 
by municipalities has given way to state 
regulation. 


HERE are some who have the errone- 
ous idea that this state agency is an 
entirely new commission, created in 1951 
to regulate gas and electric utilities. While 
it is true that these particular utilities were 
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not brought under the jurisdiction of this 
commission and subjected to state regu- 
lation until 1951, the commission, itself, 
is one of the oldest in the country. It was 
created in 1887, the same year as the Inter- 
state Commerce Commission, and has been 
fixing rates for communication and trans- 
portation services for many, many years. 
The commission is composed of three 
members who are elected by the people 
rather than appointed by the governor. 
The term of office is four years and the 
terms of the various members are stag- 
gered so that a complete change in com- 
mission membership is never likely to oc- 
cur at any one time. Membership on the 
Florida commission is a full-time job and, 
while the salaries are not what they should 
be, the compensation is sufficient to attract 
capable men to the office. It is an interest- 
ing fact that at one time the chief justice 
of the Florida supreme court resigned his 
position with our highest court to become 
chairman of the Florida commission. 


iy gaan and hearing rooms are main- 
tained by the commission in Talla- 
hassee, Jacksonville, Orlando, Tampa, and 
Miami. The staff is appointed by and 
serves at the will of the commissioners. 
The work of the commission is financed 
through biennial appropriations which ap- 
proximate $1,000,000 from the general 
revenue fund of the state, and not by spe- 
cial assessments against the utilities. While 
the commission could use a few more tech- 
nical men to advantage, nevertheless it is 
sufficiently well staffed and financed at the 
present time to permit the handling of its 
business efficiently and without unreason- 
able delay. 
With that general information about 
the commission available as a backdrop 
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against which its decisions and philoso- 
phies can be evaluated for stability and for 
their realistic approach to the many prob- 
lems of regulation, we now turn to a dis- 
cussion of five major factors or elements 
which must be considered in forming an 
opinion concerning the regulatory climate 
in Florida. 


Issuance and Sale of Securities 


7. issuance and sale of securities by 
privately owned gas and electric util- 
ities must be approved by the Florida com- 
mission if they mature more than twelve 
months after date of issue. In the exercise 
of this phase of its jurisdiction, the com- 
mission is fully aware of the necessity for 
efficient and speedy action. The commis- 
sion is thoroughly familiar with the con- 
struction budgets of the various utilities 
and their capital requirements. At the be- 
ginning of each finance proceeding the 
utility is invited to furnish the commission 
with a time schedule so that the commis- 
sion’s order may be available when 
needed. 

So far the commission has never failed 
to complete a finance proceeding within 
the time schedule set up by the utility. The 
commission has not found it necessary to 
hold public hearings in finance proceed- 
ings, although the right to hold such hear- 
ings is fully reserved and may be exercised 
if warranted. Whether or not the utility 
will dispose of its securities by competitive 
bidding, private placement, or negotiated 
sale, is, in the opinion of the Florida com- 
mission, a question for management to 
determine in the exercise of sound busi- 
ness judgment. It is management’s duty 
to obtain funds at the lowest possible cost 
and it should be permitted to select the 
most economical method of financing with 
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its decisions, of course, subject to appro- 
priate review by the commission. 

As a matter of fact, not only in this but 
also in all phases of its work, the Florida 
commission is extremely careful to avoid 
any invasion of the managerial field. At 
the same time, it is just as insistent that 
the commission itself shall be completely 
free from undue utility influence in the 
proper and reasonable exercise of its law- 
ful regulatory functions. Between those 
who regulate and those who are regulated, 
there should be a spirit of co-operation in 
order that the public may be better served. 
At the same time, the independence of each 
should be zealously maintained so that 
they may properly perform their respec- 
tive duties and responsibilities with in- 
tegrity and fairness to all. 


The Rate Base 


iw a discussion of this kind, the statutory 

requirements and the philosophy of the 
commission concerning the rate base are 
matters of considerable importance and 
interest. 

In Florida, there are no statutory re- 
quirements concerning the rate base ex- 
cept with reference to the regulation of 
gas and electric utilities. Before these par- 
ticular utilities were brought under state 
regulation in 1951, the Florida commis- 
sion, under a special act of the legislature, 


q 


e 


exercised appellate jurisdiction over the 
rates fixed by the city of Jacksonville for 
the privately owned Jacksonville Gas 
Corporation. 

In a case involving the rates for that 
utility, the Florida commission struck 
from the record all evidence of “present 
value” and adopted a rate base predicated 
upon “actual cost.” This was intended 
primarily as a test case in order that the 
commission might have a guide for future 
action even though the statute was silent 
concerning rate base requirements. On 
appeal, the supreme court of Florida made 
a rather exhaustive study of the various 
schools of thought concerning the rate base 
and concluded that the commission was 
free to follow whichever philosophy it 
might choose so long as the end results are 
rates which are just and reasonable.’ The 
court, in refusing to embrace the “fair 
value” concept, specifically pointed out 
that value is affected by changing condi- 
tions and that these changes may be com- 
pensated from time to time by varying the 
rate of return so that stockholders may 
receive fair treatment at all times. 


i ‘HE decision of the court in the Jack- 
sonville Gas Case is clearly the con- 
trolling law in Florida except as it may 
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“.. the Florida commission is extremely careful to avoid any 
invasion of the managerial field. At the same time, it ts just 
as insistent that the commission itself shall be completely free 


from undue utility influence in the proper and reasonable ex- 
ercise of its lawful regulatory functions. Between those who 
regulate and those who are regulated, there should be a spirit 
of co-operation in order that the public may be better served.” 
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have been changed by the 1951 law ® sub- 
jecting gas and electric utilities to state 
regulation. 

Thus far this language has not been 
judicially construed. 


HE method of constructing the rate 

base, which was used in the Florida 
Power Case, decided in July, 1953, is indic- 
ative of the Florida commission’s phi- 
losophy and approach to some of the prob- 
lems involved in this phase of rate mak- 
ing. 

It has been the practice of many of the 
regulatory commissions to determine a 
rate base by averaging the net plant in- 
vestment at the beginning of the year and 
at the end of the year. Where there is 
little fluctuation in a utility’s investment 
accounts from the beginning of the year 
to the end of the year, the amount of rev- 
enue required to produce a fair rate of re- 
turn can generally be calculated accurately 
and fairly upon the average and not the 
year-end balances of the test period. Flor- 
ida has consistently followed the net aver- 
age investment theory in normal times. 
However, where a utility is in the throes 
of unusual growth, as most of Florida’s 
utilities are, and confronted at the same 
time with constantly increasing investment 

2 The 1951 law specifies what value shall be used 


in fixing rates for gas and electric utilities. The 
law provides that 


The commission shall investigate and determine 
the actual legitimate costs of the property of each 
utility company, actually used and useful in the 
public service, and shall keep a current record of 
the net investment of each public utility company 
in such property which value, as determined by 
the commission, shall be used for rate-making pur- 
poses and shall be the money honestly and 
prudently invested by the public utility company 
in such property used and useful in serving the 
public, less accrued depreciation, and shall not 
include any good will or going-concern value or 
eee value in excess 'of payment made there- 

or. 
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and operating costs, conventional notions 
of rate making must be adjusted to the 
circumstances and this is especially true 
where net earnings fail to keep pace with 
heavy additions which are constantly be- 
ing made in plant investment. 

In most rate cases, if the average invest- 
ment for the test year is used in determin- 
ing the rate base, an investment level is 
assumed which is, by the time the case is 
decided, more than a year old. In the opin- 
ion of the Florida commission, such a rate 
base is unrealistic and bears no relation- 
ship to actual conditions. When rates are 
being fixed for the present and for a rea- 
sonable time in the future, investment 
figures already more than a year old may 
not be used with fairness to the utility. 
Based upon these principles, the Florida 
commission uses a rate base predicated 
upon the net plant investment at the end 
of the period. 


I" adopting this philosophy the Florida 

commission recognized that there is al- 
ways a delay or regulatory lag of several 
months between the time a utility applies 
for a rate increase and the time a regula- 
tory agency is able to make its final deci- 
sion on the application, during which 
period of time the utility suffers what has 
been called a “transitional loss” which can- 
not be compensated for by retroactive 
rates.* If such losses incurred through the 
regulatory lag are further augmented by 
the adoption of an average investment rate 
base which coincides with an investment 
level more than a year old, the utility be- 


4“Transitional Loss Allowance—Cure for Regu- 
latory Lag?” by the Honorable G. M. Blackstock, 
QC. Pustic Utiities FortNicHTLy, February 18, 
1954, page 201; “The Regulatory Lag and What 
to Do about It,” 2 symposium, Pusric UTILITIES 
FoRTNIGHTLY, June 24, 1954, page 787. 
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Florida Is a Net Investment State 


- oa has consistently followed the net average investment theory 

in normal times. However, where a utility is in the throes of un- 

usual growth, as most of Florida’s utilities are, and confronted at the same 

time with constantly increasing investment and operating costs, conven- 

tional notions of rate making must be adjusted to the circumstances and 

this is especially true where net earnings fail to keep pace with heavy 
additions which are constantly being made in plant investment.” 





comes the victim of confiscation, cannot 
successfully sell its securities to raise the 
capital required to finance its expansion 
program, and the public suffers because it 
cannot secure essential services. 

There are other major factors involved 
in arriving at a proper rate base. Some 
allowance in the rate base must be made 
for working capital. Such funds are used 
primarily to meet current operating bills, 
to provide materials and supplies, to fur- 
nish sufficient cash reserves to meet emer- 
gencies, and to preserve the utility’s credit 
standing. Because of these general func- 
tions fulfilled by working capital, this item 





is customarily related to operating and 
maintenance expenses when determining 
the amount to be included in the rate base. 


Ww different elements may be in- 

volved in various rate cases, the Flor- 
ida Power Corporation Case illustrates the 
method employed by the Florida commis- 
sion in determining allowances for work- 
ing capital. The commission allowed one- 
eighth of the company’s annual operating 
and maintenance expenses and fuel costs 
for cash working capital. An additional 
allowance was made to cover prepayments 
at the end of the year properly chargeable 
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to operating expenses, but which had not 
at that time been transferred to the appro- 
priate accounts. 

However, the commission found that 
the company had in its possession certain 
advances from customers for construction, 
contributions in aid of construction, and 
customer deposits which were available 
for company use. These sums, together 
with federal income tax accruals for one- 
half of one-quarter, were deducted from 
the cash working capital allowance. The 
net result was a total allowance for work- 
ing capital of $1,468,273. 

Particular attention should be called to 
two of the items deducted from working 
capital. First, customer deposits are being 
returned by most utilities and will not long 
be available for use by the company. Sec- 
ond, recent changes in the method of pay- 
ing corporate income taxes will eliminate 
these tax accruals from use as working 
capital. The Florida Power Case is the 
only instance where the Florida commis- 
sion deducted federal income tax accruals 
from the allowance for working capital 
and, as we have indicated, these funds 
probably will not be available for future 
use in this manner. The Florida Power 
Case is also one of the few instances where 
a separate allowance was not made for 
materials and supplies. It was the opinion 
of the commission, on the basis of the rec- 
ord in that case, that the allowance for 
working capital was sufficient to cover the 
company’s needs for materials and sup- 
plies. Separate allowances were made by 
the commission in two other important 
rate cases just before and immediately 
after the Florida Power order. 


ly is the policy of the Florida commission 
to allow as a part of the rate base con- 
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struction work in progress, completed and 
in service but which has not been trans- 
ferred to the plant accounts. Construction 
work in progress on which no interest has 
been capitalized is also allowed as a part 
of the rate base. The commission’s policy 
is to allow plant held for future use where 
such property is owned and held for immi- 
nent use in serving the public under a defi- 
nite plan for such use. 

There is another important element cus- 
tomarily considered in constructing the 
rate base to which I would like to refer 
and that is Account 100.5 or plant acqui- 
sition adjustments. The Florida commis- 
sion eliminated that account from consid- 
eration in constructing the rate base in the 
Florida Power Case. The commission felt 
the item was not particularly important in 
that case and that the utility had failed to 
justify its inclusion in the rate base. From 
the standpoint of policy, the commission’s 
views with reference to this item had not 
sufficiently jelled at that time to justify 
the establishment of a precedent which 
might be troublesome in the future. The 
question is still open for consideration and 
determination in a proper case. It is my 
personal view that the inclusion of this 
item, on a proper showing, may find 
support in certain language in the 1951 
law relating to value for rate making. 


a concluding our discussion of the 

rate base, some mention probably 
should be made of reproduction cost new. 
We are strongly of the opinion that this 
element is currently of little importance in 
Florida. Practically all of our public util- 
ities have expanded their facilities to such 
an extent during the past five or six years 
that the vast majority of the utility plant 
now in service has been installed at more 











Sse te a ~ 








or less inflated prices. Consideration of 
reproduction cost new under such circum- 
stances would be of little benefit to the 
utilities at the present time. On the other 
hand, if we should enter upon a prolonged 
period of depression with resulting deflat- 
ed costs, a rate base predicated upon re- 
production cost new then would place most 
Florida public utilities in serious jeopardy. 


Rate of Return 


— explored the commission’s poli- 

cies concerning the rate base, our 
next item of primary interest is the rate 
of return. To begin with, as we have pre- 
viously pointed out, the supreme court of 
Florida has said that the rate of return 
may be varied from time to time to com- 
pensate for changes in value due to chang- 
ing economic conditions. The Florida 
commission has consistently taken the po- 
sition that small independent telephone 
companies must be allowed an opportunity 
to earn a higher rate of return than large 
independent telephone companies or mem- 
bers of the Bell system. While we have 
no specific cases in Florida to bear this out, 
it is undoubtedly true that telephone com- 
panies generally should be allowed to earn 
a higher rate of return than electric util- 
ities. 


UTILITY REGULATORY CLIMATE IN FLORIDA 


The commission’s thinking with refer- 
ence to rate of return can probably best be 
obtained by looking at some of the rates 
approved by the commission during the 
past three years. In March, 1951, the com- 
mission allowed a small independent tele- 
phone company in Quincy a return of 8 
per cent. The same year it allowed Inter- 
county Telephone & Telegraph Company,° 
an independent serving 18 exchanges, a 
return of 7 per cent. In January, 1952, 
Southern Bell was allowed a return of 
6.12 per cent.® In December of the same 
year Peninsular Telephone Company, a 
large independent, was allowed a return 
of 6.81 per cent. In July, 1953, Florida 
Power Corporation was allowed a return 
of 6.45 per cent. Finally, in September, 
1953, the commission found that Florida 
Telephone Corporation, an independent 
telephone company serving 28 exchanges, 
was entitled to earn a return of 7.13 per 
cent.” 


N the Florida Power order the commis- 

sion, in discussing the rate of return, 
said: 

At the present time a return of only 

6 per cent would not appear to be fair 
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over the rate of return. It has been much more interested tn 


q “THE Florida commission has never been greatly concerned 


the dollar requirements of the utility. How many dollars does 
the utility require in order to meet its operating expenses, 
depreciation charges, taxes, maintenance expense, debt service, 
dividend requirements, and transfer a reasonable amount to 
surplus? When the commission has been able to determine the 
answer to this question then the rate of return becomes a simple 


matter of computation.” 
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and reasonable for a public utility which 
is engaged in a tremendous expansion 
program which must be financed by the 
issuance and sale of large amounts of 
bonds and stocks of the utility. In view 
of the current cost of capital and the 
condition of the money market today, 
concerning which there appear to be no 
immediate prospects for improvement, 
a rate of return of something in excess 
of 6 per cent, but less than 643 per cent 
would, in our opinion, be reasonable for 
an electric utility having a financial his- 
tory and expansion program similar to 
the applicant. In our opinion applicant 
will require a rate of return of 6.45 per 
cent in order to pay its operating and 
maintenance expenses, taxes, deprecia- 
tion expenses, debt service, and provide 
a fair and reasonable return for its com- 
mon stockholders. 


QUESTION frequently asked is: What 

is the commission’s policy where a 
utility is earning a higher rate than the 
commission has found to be reasonable? 
For example, if the commission should find 
that a utility is entitled to a return of 6.45 
per cent, what would the commission do 
about reducing rates if the utility shows a 
rate return of 6.75 per cent? The answer 
to that question is comparatively simple. 
It is impossible to fix rates which will pro- 
duce a static rate of return year in and 
year out. The commission realizes that 
some of the time the utility will earn less 
than the approved rate, some of the time 
more. If the earnings substantially ex- 
ceeded the approved rate over a prolonged 
period, the commission undoubtedly would 
take another look and evaluate the current 
rate of return in the light of circumstances 
and conditions as they existed at that time. 
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Certainly there could be no arbitrary 
reduction without a full investigation of all 
relevant facts and circumstances. Some- 
times the converse question is asked : What 
is the attitude of the commission where it 
develops that a utility is not earning the 
rate of return which the commission 
found to be reasonable? Of course, the 
utility in such a situation would have every 
right to immediately begin a new proceed- 
ing to have its rates increased sufficiently 
to give the rate of return to which it was 
found to be entitled. Recently it devel- 
oped in a Bell case that shortly after the 
commission had granted an increase in 
rates, the company experienced a series of 
wage increases which had not been taken 
into consideration by the commission in 
determining the revenue needs of the com- 
pany. The commission reopened the rate 
case, which it had completed six months 
before, and allowed additional gross rev- 
enue sufficient to cover the wage increases 
which had been negotiated subsequent to 
the original rate order in that case. 


N addition to the usual rate of return, it 

is now customary in Florida in tele- 
phone cases for the commission to allow 
an additional return to offset the depress- 
ing effect of current high-cost construc- 
tion on the earnings rate whenever ap- 
propriate showing is made to justify this 
additional return. 

The Florida commission has never been 
greatly concerned over the rate of return. 
It has been much more interested in the 
dollar requirements of the utility. How 
many dollars does the utility require in 
order to meet its operating expenses, de- 
preciation charges, taxes, maintenance ex- 
pense, debt service, dividend requirements, 
and transfer a reasonable amount to sur- 
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Adjustable Rate Fixing 


&% HE commodity adjustment, if properly 

designed and correctly applied, especial- 
ly when used in conjunction with a provision 
whereby basic rates are adjusted to reflect 
changes in the cost of fuel, certainly tends to 
make less frequent and costly rate investigations 
which in the past have always occurred during 
periods of widely fluctuating prices. The utili- 
zation of any method or procedure which main- 
tains public utility rates at just and reasonable 
levels under diverse economic conditions, there- 
by protecting the consumer against excessive 
charges and at the same time enabling the utility 
to render adequate service at compensatory 























rates, cannot be open to criticism.” 





plus? When the commission has been able 
to determine the answer to this question 
then the rate of return becomes a simple 
matter of computation. 


The Rate-making Process and the 
Regulatory Lag 


ig developing its rate-making procedures 

the Florida commission has adopted and 
exploited every reasonable device avail- 
able to it for reducing and minimizing the 
so-called regulatory lag. 

At the close of each year the commission 
causes statistical information to be gath- 
ered from its records showing the regula- 
tory lag experienced during the year. This 
information is then compared with that for 
the previous year to determine if any prog- 
ress has been made. 

When a rate application is filed, the 
commission appoints its general counsel 
to serve as a special examiner for the pur- 





pose of holding a prehearing conference 
with the commission’s staff, representa- 
tives of the utility seeking the rate increase, 
and any other parties who may be inter- 
ested. The purpose of the prehearing con- 
ference is to simplify the issues wherever 
possible and to agree upon all noncontro- 
versial facts and statistical evidence. These 
agreements are reported to the commission 
and at the public hearing on the rate appli- 
cation are made a part of the official 
record. The utility is requested to prepare 
its testimony and exhibits well in advance 
of the public hearing and file the same with 
the commission’s staff and other parties of 
record so that valuable time may be saved 
at the hearings. 


Sir has recently been handed down 
an important decision by the supreme 
court of Florida which will greatly mini- 
mize the regulatory lag usually experi- 
enced in rate cases. In the Florida Tele- 
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phone rate case, which we have previously 
mentioned, fully one-half or more of the 
record was devoted to service complaints. 
Several hearings were held exclusively on 
service matters. The commission had al- 
ways been of the opinion that it was re- 
quired to consider questions concerning 
the quality of service when hearing a rate 
case. When the commission handed down 
its decision, it found that, from a revenue 
standpoint, the telephone company was en- 
titled to certain increases but that the serv- 
ice did not justify higher rates. The case 
was appealed to the supreme court and it 
was judicially held that under the Florida 
law only revenue requirements may be 
considered in a rate case and that service 
deficiencies must be considered in a 
separate proceeding. In all future rate 
cases much valuable time will be saved by 
the elimination of all service complaints. 


— leaving the rate-making process, 
it might be well to mention briefly 
how a rate case is handled by the Florida 
commission. Examiners are used by the 
commission in many of its cases ; however, 
all rate cases are heard by the commission- 
ers themselves after the prehearing confer- 
ence has been completed. The accounting, 
the public utilities, and the legal depart- 
ment of the commission are all represented 
and participate in each rate case. When 
the hearings have been completed and the 
testimony transcribed by our own court 
reporter, a copy of the transcript is fur- 
nished to each of the departments which 
participated in the case. Each department 
then, acting independently of the others, 
prepares its report and recommendations. 
These reports are filed with the execu- 
tive secretary of the commission. When all 
such reports have been filed, a conference 
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is called with the commissioners and the 
staff members who have filed reports. Each 
report is taken up and carefully reviewed 
by the full conference. Some of these meet- 
ings are prolonged and last for several 
days and become quite controversial. Ulti- 
mately, the commissioners reach a deci- 
sion on each of the various questions pre- 
sented and their decision is given to the 
legal department where the formal order 
is prepared. Before the order is released 
another conference is held with the com- 
missioners where the order is carefully 
studied. If it complies with the decision of 
the commissioners, it is then released. We 
have been able to devise no better scheme 
or method for protecting all of the various 
interests that are involved in a rate case. 


Automatic Adjustment Clauses 


HE Florida commission authorized 

the use of automatic fuel and com- 
modity adjustment clauses in the recent 
Florida Power order. Fuel escalator 
clauses have been used for some time in 
many jurisdictions. The commodity ad- 
justment plan is something new and thus 
far not been widely approved by regula- 
tory bodies. 

The purpose of a commodity adjust- 
ment, like the objective of a fuel ad- 
justment, is to maintain the rates actually 
charged for the service rendered at levels 
which are just and reasonable at all times 
from the viewpoint of both the public 
utility and the consumer, irrespective of 
inflationary or deflationary price changes. 
The commodity adjustment, if properly 
designed and correctly applied, especially 
when used in conjunction with a provision 
whereby basic rates are adjusted to reflect 
changes in the cost of fuel, certainly tends 
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to make less frequent the costly rate in- 
vestigations which in the past have always 
occurred during periods of widely fluctu- 
ating prices. The utilization of any method 
or procedure which maintains public util- 
ity rates at just and reasonable levels under 
diverse economic conditions, thereby pro- 
tecting the consumer against excessive 
charges and at the same time enabling the 
utility to render adequate service at com- 
pensatory rates, cannot be open to 
criticism. 


(y course, the inclusion of a commodity 

adjustment provision in a utility rate 
schedule is warranted only if the following 
conditions are fulfilled : (1) the basic rates 
to which the commodity adjustment factor 
is to be applied must be just and reasonable 
and properly reflect basic operating and 
maintenance costs; (2) the commodity in- 
dex employed must be developed and pub- 
lished by an impartial and competent gov- 
ernmental agency such as the United 
States Department of Commerce; (3) al- 
though the commodities represented by the 
index need not be the same as those utilized 
by the utility in the operation of its facili- 
ties, the price fluctuations of such com- 
modities must be indicative of and com- 
parable with fluctuations in operating and 
maintenance costs; and (4) the commod- 
ity adjustment formula must be so devised 
that its application to the basic rates will 
always result in billing rates which are 
just and reasonable under the economic 
conditions then prevailing. 

The Florida commission strongly feels 
that the use of these automatic adjust- 
ment clauses are amply justified because 
benefits from declining prices are immedi- 
ately passed on to the consumer while the 
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utility is protected in the same manner 
when prices rise. 

Thus far, in Florida these automatic 
adjustment clauses have been applied only 
to gas and electric rates. However, in view 
of the fact that such a large part of the 
operating expenses of a telephone com- 
pany is made up of labor costs, materials 
and supplies, and taxes, it would appear 
that some form of commodity adjustment 
clause could be applied to telephone rates 
with equal benefits to the subscriber and 
to the utility. 


Florida’s Regulatory Climate Is Good 


Ww we have tried to point out 
various orders and decisions which 
indicate regulatory conditions in Florida, 
probably the language of the Florida com- 
mission in its most recent rate case 
(Florida Telephone Corporation, Sep- 
tember 1, 1953) is more indicative than 
anything else of the regulatory climate in 
this great state. The commission said: 


We have consistently taken the posi- 
tion that public utilities operating in 
Florida must have earnings which will 
support the financing of necessary 
growth and expansion. .. . It would bea 
shortsighted regulatory policy and a 
disservice to the public, generally, to 
hold public utility earnings to such a 
low level as to discourage and retard 
necessary growth and expansion. ... We 
are committed to a rate-making policy 
both by inclination and necessity which 
will not only support but encourage the 
continued growth and prosperity of all 
sections of Florida so long as that can 
be done without imposing unreasonable 
and exhorbitant rates upon the public. 
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The Regulation of Light 


It is fitting in the honoring of the Diamond Jubilee of the electric 
light to review the history of light from the earliest record of man- 
kind. Since pre-Christian times steady progress has been made for 


providing mankind with light as an organized public service, from 
the flickering candle to the theoretical 100 per cent conversion into 
“white light,” which remains for the future to see accomplished. 


By A. BRYAN MARVIN* 


HROUGH a succession of develop- 
ments, modern civilization is illu- 
minated by electricity. The nation 
this month is observing the Diamond Jubi- 
lee of the invention of the world’s first 
practical incandescent lamp by Thomas A. 
Edison. 
The size of the lighting business today 
is indicated by the estimate that in 1954 
American electrical manufacturers will 
turn out nearly two billion incandescent 
bulbs and fluorescent tubes with a retail 
value over a half-billion dollars. The na- 
tion’s electric industry will sell some two 
*Press relations and public information staff, Con- 
solidated Edison Company of New York, Inc. New 


York, New York. For additional personal note, see 
“Pages with the Editors.” 
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billion dollars’ worth of power for light- 
ing purposes. 

Even ignoring the cost of flashlight bat- 
teries, kerosene lighting, gas lamps, can- 
dies, and occasional campfires, the price 
America will spend on lighting this year is 
a considerable sum. 

The history of lighting closely follows 
the history of mankind. Some sociologists 
claim that any particular civilization can 
be compared with any other by measuring 
each group’s use of artificial light and that 
a greater use of light indicates a more ad- 
vanced civilization. 

From medieval days to the present, the 
development of lighting techniques has 
been paralleled by a refinement of regu- 
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latory principles. Whether these in turn 
reflect an advance of civilization is a moot 
point. They certainly provide an index 
to the temper of the times. 

Artificial light has been an actuality 
ever since cavemen discovered that splin- 
ters of resinous wood made it possible to 
move their home fires from one location 
to another. 

Through a process of trial, error, and 
burned fingers, the cavemen also discov- 
ered they could set fire to animal and veg- 
etable oils. The first lamps using these 
illuminants were apparently, inverted ani- 
mal skulls, a shape that was retained in the 
early stone and clay lamp. 


aaa and Assyrians worshiped 

artificial light because of its obvious 
relationship to the sun. Meanwhile, prac- 
tical light, light to see by, underwent a 
gradual evolution. The early oil lamps 


were improved by addition of a wick. 

In the days when Carthage was a mighty 
world power, some anonymous inventor 
found he could dip a wick into a melted 
solution of tallow and let it cool into a 
hard cylinder. This was the birth of the 
candle. 

Candle making was a flourishing art 
under the Romans. It went into a decline 
under the rule of the Arabs and the north- 
ern invaders. During the Dark Ages, 
when commerce and business were nearly 
at a standstill, candles were manufactured 
as a by-product of kitchen activity. They 
were so scarce and so valuable that at one 
time only the higher ranks of the nobility 
were accorded the honor of a candle with 
which to find their way from the feudal 
castle’s great hall to their beds. 

In the twelfth century business condi- 
tions improved and candle making became 


a practical venture once again. The oper- 
ation was transferred from the individual 
kitchen to a mass operation and the candle- 
maker gradually assumed a social stature 
somewhere between the shoemaker and the 
baker. 

In describing the historical origins of 
modern regulatory practice, speakers and 
texts generally emphasize the natural 
monopoly characteristic of utility service. 
It would be ridiculous for a traveler to 
carry a ferryboat with him. This puts him 
almost at the mercy of the man at the 
river’s edge who does have a ferryboat. 
And the common law stipulates that the 
ferryboat operator should not abuse his 
near-monopoly status. By setting himself 
up as a common carrier, he automatically 
assumes certain responsibilities, a legal 
fact since 1613. (Rich v. Kneeland, King’s 
Bench, 1613. Croke Jac. 330.) 


ONG before Mr. Rich and Mr. Kneeland 
decided to take their differences to 
court, however, medieval society had 
found a way to regulate business activity. 
This regulation was nearly universal in 
the urban centers, while in the hinterlands, 
the feudal manorial regulatory techniques 
still prevailed. 

In the towns, business was controlled 
by the guilds which were in turn respon- 
sive to political pressure from the rulers. 
It was a system which made for a stable 
economy. And in those days of continu- 
ing turmoil, men preferred a state of re- 
sponsible monopoly much more than they 
preferred competition. It let every work- 
er know where he stood and at the same 
time assured him of a place to stand. 

Government stepped in where it was 
needed. In 1266, England’s Henry III, 
reciting earlier statutes to the same effect, 
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set a price scale for bread and ale accord- 
ing to the price of wheat and barley, and 
made market cornering an illegal practice. 

In 1337, Edward III declared the ex- 
port of wool a felony and forbade the im- 
port of cloth. In 1349, all workers were 
ordered to serve for the customary wages 
of their occupation and retailers were 
hound to sell goods and services at reason- 
able prices. 

These early examples of tariff barriers 
and wage and price fixing on a national 
scale were duplicated by the guilds on a 
local level. The candle business in the city 
of London, for example, actually set up a 
primitive regulatory commission in 1358, 
as follows :? 


C¢ HIs ordinance was made in the time 

of John de Stodeye, Mayor of 
London, at the Feast of the Nativity of 
St. John the Baptist (June 24th) in the 
thirty-second year of the reign of Edward 
ITI. 

“For the redress of many grievances 
and damages that many people have suf- 
fered in the city of London, the mayor, 
aldermen, and sheriffs, with the consent 
of the commonwealth, have ordered the 
following for the profit of the common 
people. 

“In the first place it is ordered that all 
waxchandlers dwelling in the city and its 


1 Memorials of London and London Life, by H. T. 
Riley; London, Longmans Green & Co. 1868, pp. 
300, 301. 
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suburbs, freemen as well as foreigners, 
and who make torches, tapers, candles, 
great candles, or any other kind of wax- 
chandlery, for sale, shall make such ob- 
jects and all other things which pertain 
to their trade of as good wax within as 
without, making the whole thereof of the 
same wax; and that they shall not put into 
their work any fat, cobbler’s wax, rosin, 
or other matter of refuse, nor shall they 
use old wax or worse within and new with- 
out; and that they shall not make their 
wicks of excess weight so as to be selling 
wick for wax, to the damage and deceit 
of the common people, but rather let their 
wicks be adjusted to the amount of wax 
as it reasonably should be. 


Ge Aw if any waxchandler shall from 

this time forth violate this ordi- 
nance, and be convicted of the same, the 
first time, all the torches, tapers, candles, 
and waxchandlery found in his possession 
shall be burned before the door of him who 
made them, at the place where he dwells, 
and his body shall be committed to prison, 
until he has paid his fine to the common- 
wealth, at the discretion of the mayor and 
aldermen, for the deceit and falsity com- 
mitted to the damage of the common peo- 
ple and the scandal of the city. 

“And on a second fault, let the torches 
and other works be burned as above and 
let his body be put upon the pillory. 

“And the third time, he is to foreswear 
the city and all torches and similar work. 


“From medieval days to the present, the development of light- 
ing techniques has been paralleled by a refinement of regulatory 
principles. Whether these in turn reflect an advance of civiliza- 


tion is a moot point. They certainly provide an index to the 


temper of the times.” 
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“And that this ordinance may be the 
more surely kept and maintained, the trade 
will select two or four of its most law- 
abiding members, who shall be sworn be- 
fore the mayor and aldermen, lawfully to 
present all the defaults they find in their 
trade, from one day to another. 

“But in case any reputable man shall 
come to the aforesaid waxchandlers and 
shall wish them to make torches, tapers, 
candles, cierges for mortuaries, or other 
large candles, of old and new wax, mixed 
together for his own use, then, provided 
it is understood that these objects shall be 
used only by the man who requested them 
to be made, this shall be permitted, but no 
other sale of the same is to be made, under 
the previous penalties.” 


AS™ from the regulatory implication 

of the next to last paragraph, the 
document provides an intriguing side light 
on the candlemaker and the esteem in 
which he was held in 1358. 

The ordinance is obviously a move by 
the waxchandler’s group to strengthen 
their monopoly position in the city of Lon- 
don. It serves notice on any chandler not 
yet a member of the trade association that 
he had better join and pay up his back dues 
promptly. 

However, since it is issued with the con- 
sent of the city’s government, the docu- 
ment implies a sense of public responsi- 
bility on the part of the guild. It 
acknowledges that there has been a certain 
amount of chicanery in the trade, even if 
this malpractice was the act of nonmem- 
bers. 

Naming a commission from among 
those who were to be regulated was an 
obvious error, one which was made even 
worse in 1483 when Richard III granted 


the Guild of Waxchandlers a royal charter. 
This royal blank check not only gave the 
group the right of holding meetings and 
electing officers, but reaffirmed their right 
to determine the quality of the product 
and fix the price. 

But the Guild of Waxchandlers had a 
competitor in the form of the Craft of 
Tallow Chandlers. Men had never for- 
gotten that candles could be made of tal- 
low as well as of wax. While the tallow 
candle smoked and flickered, it was cheap- 
er than its wax counterpart. 


boa wax candles competed with tal- 

low candles, these in turn had to com- 
pete with oil, the third illuminant of the 
time. In 1426, the Craft of Tallow Chan- 
dlers obtained from Henry VI the author- 
ity to “search and destroy all bad and 
adulterated oils,” a whip hand in the mar- 
ket place if ever there was one. In 1511, 
Henry VIII reaffirmed the craft’s right 
to search out and destroy all oils that were 
“mingled and corrupt.” 

The tallow chandlers were also respon- 
sible for policing their own craft, but evi- 
dently they did not have complete control 
of prices. In 1551, the records show, the 
whole tallow trade went on strike and re- 
fused to sell any more candles because of 
the low price set by the city authorities. 
Finally the king, Edward VI, and his coun- 
cil had to move into the dispute with a 
royal command and some of the early sup- 
porters of laissez-faire wound up with jail 
sentences. 

Competition finally absorbed the chore 
of regulating prices. The battles between 
wax and tallow candlemakers were re- 
solved by the general public in the seven- 
teenth century, when the wax candles final- 
ly reached a price fifteen times that of the 
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Contributing Reasons for Progress in Lighting 


66 SS" will argue that the progress of the last fifty years has been be- 

cause of this triple form of regulation wherein competition, the 
business community, and the state each have a share. Others will argue 
that the advance in lighting technique has been made in spite of it. But 
both must agree that the improvements have been great and that the future 


of the electric lighting industry, only seventy-five years old this month, 
is as bright as its product.” 








tallow candles. In 1710, when Queen Anne 
was looking for an extra source of revenue 
to finance her military differences of opin- 
ion with France’s Louis XIV, she decided 
to try a luxury tax and a part of the burden 
fell on wax candles. 

The tallow chandlers were also losing 
their grip, for different reasons. One year 
earlier, for the last time, they destroyed 
the defective products of one of their 
group. The times were out of joint for 
such old customs. The injured chandler 
sued for damages—and won his case. 

The guilds and the medieval regulatory 
system went down before a force they 
were not equipped to handle, a wave of 
progress that began in the seventeenth cen- 
tury. This forward movement created the 
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steam engine and the factory, farflung 
colonial and mercantile empires. Every- 
where, it seemed, everything was growing 
and there was no need for either regula- 
tion by government or for regulation by 
monopoly. 


HE industrial revolution brought im- 
provements to the lighting industry. 
All through the time of the battling guilds, 
their basic product had remained unim- 
proved. The wick was a straight length of 
absorbent material running the length of 
the candle. As the wax or tallow burned 
down, the wick remained upright until it 
had to be trimmed. 
Then, in the early 1800's, gas-lighting 
systems appeared in the major cities of 
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Europe. And in 1825, thirty-three years 
after the first practical gaslight came to 
life in William Murdoch’s laboratory, 
French scientists announced discovery of 
a self-trimming wick. Their answer to 
the problem was a wick of braided cotton 
with one thread pulled tighter than the 
rest. As the wick burned, it curled toward 
the edge of the flame. Previously treated 
with boric acid or phosphate of ammonia, 
the cotton was completely consumed as it 
reached the combustion zone at the flame’s 
edge. 

But the discovery came too late. Gas- 
lights took over the urban lighting market. 
The candle and its oil competitor were 
banished to the rural areas. 

The first gas companies were organized 
under charters that spelled out their pub- 
lic service responsibilities. Some of these 
specifically named a maximum profit the 
company could make. But as the century 
progressed, this form of charter fell into 
disuse. In the middle of the nineteenth 
century, there arose a body of opinion to 
the effect that unless the charter limited 
a company’s rights, it was perfectly free 
to carry on its business in any manner it 
saw fit. 


ee before the War between the 
States, John Brady, of Paterson, New 
Jersey, became involved in a legal wrangle 
with the local gas company. Mr. Brady, 
whose house was located beside a street 
under which there were gas mains, wanted 
service. The company did not want to con- 
nect him, and finally lawyers were sum- 
moned. The case reached the New Jersey 
supreme court in 1858.* 
The court’s opinion found that “The 


2 Paterson Gas Light Co. v. Brady. 3 Dutcher 
(JJ) 245. 72 Am Dec 360 (1858). 
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Paterson [gas] Company is authorized to 
make and sell gas, which, in the absence 
of any indication to the contrary, implies 
that they may fix their own price, and 
choose their own customers, like any other 
manufacturer. If the duty of furnishing 
gas to those requiring it was meant to be 
imposed, it would doubtless be expressed, 
and not be left to mere inference.” 

Finding that the language of the com- 
pany’s charter “is throughout permissive 
and not compulsory,” the opinion points 
out: 


It was earnestly insisted, on the argu- 
ment, that the community have a great 
interest in the use of gas, and that com- 
panies set up to furnish it ought to be 
treated like innkeepers and common 
carriers, and that, if no precedent can 
be found for such a decision, this court 
ought to make one. But that there is no 
authority for so holding in England or 
America, where companies have been so 
long incorporated for supplying water 
and gas to the inhabitants of numerous 
towns and cities, affords a strong pre- 
sumption that there is no principle of 
law upon which it can be supported. 


F epee case appears in a ruling by 
Connecticut’s supreme court of errors 
in 1862.2 In Norwich, one William Mc- 
Cune brought suit against the gas com- 
pany and charged it with cutting off his 
service, even though his bills were paid up 
and his credit good. He said the company 
had contrived and intended to vex and 
annoy him by depriving him of service 
along with the use and enjoyment of his 
existing gas fixtures and to his consider- 


3 McCune wv. Norwich City Gas Co. 30 Conn 521. 
79 Am Dec 278 (1862). 
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able expense in finding alternate light 
sources. 

“The manufacture and sale of gas is a 
business which may be prosecuted or dis- 
continued at the will of the party engaged 
in it,” the court found. “The relations be- 
tween the maker and the consumer orig- 
inate in the contract between them, and 
their respective rights and obligations are 
controlled entirely by the stipulations of 
such contract, and as (where no contract 
prohibits) the one may refuse to take the 
article at his pleasure, so may the other 
at his pleasure refuse to supply it. We dis- 
cover no reason for subjecting the maker 
of gas to duties or liabilities beyond those 
to which the manufacturers and venders 
of other commodities are subjected by the 
rules of law.” 

It is nearly a truism that the law re- 
flects the opinion of the people. Sometimes 
it takes a while for the opinion to filter 
from the market place past the bar and 
into the decision books. 


epson for being the first high court to 

appreciate the public calling character 

of the gas business belongs to the Wiscon- 

sin supreme court for a ruling handed 
down in 1858.* 

In this case, Sydney Shepard owned a 


4 Shepard v. Milwaukee Gas Light Co. A second 
action between the same parties: 11 Wis 234 (1860) 
and 15 Wis 318 (1862). 
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“THE efficiency of the firefly leaves the engineers something at 
which to aim, but does not detract from the amazing record 
of the industry. In view of the thousands of years required to 


hardware store on East Water street, Mil- 
waukee, and wanted to put in gaslights in 
order to keep his employees happy, facili- 
tate business during the evening hours, and 
improve the appearance of his store. But 
both Sydney and his brother, Clarence, 
who were in the business together, balked 
at signing the gas company’s application 
for service. 

This application included a condition 
whereby the customer agreed to abide by 
the rules and regulations of the company 
and any that it might promulgate in the 
future. Among the rules which irked the 
Shepards was one reserving to the gas 
company the right to enter the premises 
at any time to examine piping, burners, and 
valves, or to remove the meter. The broth- 
ers had installed their own piping instead 
of getting the company to do it, which last 
was the general practice. 

The brothers refused to sign. The com- 
pany refused to supply. The lawsuit was 
on its way. Wisconsin’s supreme court 
found the company’s rules a bit too strin- 
gent, pointed out that the company’s char- 
ter was an exclusive one, and said: 


Odious as were monopolies to the 
common law, they are still more repug- 
nant to the genius and spirit of our re- 
publican institutions, and are only to be 
tolerated on the occasion of great public 
convenience or necessity; and they al- 


reach the efficiency level in effect fifty years ago, the advance 
since then has been remarkable. Electric lighting is the first 
form of lighting in the world that has continued to improve 
itself BEFORE IT WAS THREATENED WITH OBSOLESCENCE.” 
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ways imply a corresponding duty to the 
public to meet the convenience or neces- 
sity which tolerates their existence. .. . 
We think there can be no doubt, that the 
company were bound to furnish the gas 
to the plaintiff, upon his complying with 
such reasonable conditions or terms as 
they might rightfully impose. 


HE thinking reflected in this opinion 

continued to gain in weight during 
the last half of the century. In 1889, it 
received the sanction of the U. S. Supreme 
Court, which said: 


The supplying of illuminating gas is 
a business of a public nature, to meet a 
public necessity. It is not a business like 
that of an ordinary corporation engaged 
in the manufacture of articles that may 
be furnished by individual effort.® 


Meanwhile, working by the flame of the 
gaslights, scientists and inventors were 
trying to find ways and means of devoting 
the force of electricity to the public’s serv- 
ice. In 1878, the attention of the world 
was focused on this problem when the main 
avenue of the Paris exposition was illumi- 
nated with “Jablochkoff candles,” little arc 
lights devised by a former engineer-officer 
in the Russian Imperial army. 

In the fall of 1877, Thomas A. Edison 
had begun to puzzle over the problem of 
the electric light. At the time he was still 
in the midst of launching an earlier inven- 
tion, the phonograph. 

By the summer of 1878, he had a gen- 
eral concept of what the electric light 
should be able to do, although the mechan- 
ics of this operation were still unknown. 
Then, during a summer tour of the Rocky 





5 Gibbs v. Consolidated Gas of Baltimore (1889) 
130 US 396. 
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mountains he was struck by the amount of 
physical effort being expended by a group 
of miners. These individuals were strug- 
gling to extract ore from a mountain down 
which a healthy river flowed. 

Edison expressed the belief that elec- 
tricity was the medium that could put the 
force of the rushing river at the miners’ 
disposal. And he was off on a progressive- 
ly more intensive search which on October 
21, 1879, resulted in the demonstration of 
the first practical incandescent lamp. 


_— public was already familiar with 

arc lights used for lighting public 
squares and thoroughfares in America’s 
major cities. The first central station in 
the world had been started up in Septem- 
ber, 1879, by the California Electric Com- 
pany, pioneer electric predecessor of the 
present Pacific Gas and Electric Company, 
to supply a string of Brush electric arc 
lamps in San Francisco. 

The public was also familiar with Edi- 
son because of his earlier record of inven- 
tions and adroitly handled newspaper in- 
terviews. 

In September, 1882, America’s first 
steam-powered central station designed to 
supply incandescent lighting opened for 
business in New York city under the aegis 
of the Edison Electric Illuminating Com- 
pany of New York, now a part of New 
York’s Con Edison. 

The gas companies scoffed at the new 
invention at first, but not for long. They 
began to search seriously for ways and 
means by which to protect their hold on 
the lighting market. In 1883, ina German 
laboratory, Dr. Auer von Welsbach made 
the first gas mantle. This device was 
quickly improved in the next few years 
and introduced commercially in America 
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in 1886. Using the same volume of gas, 
it gave ten times as much light as an open 
gas flame. 

But exactly like the self-trimming can- 
dlewick, the gas mantle was too late in 
point of time. Artificial lighting was go- 
ing electric in leaps and bounds. While the 
gas industry fought a good rear-guard 
action, the battle between electric and gas 
for the lighting market was over in the 
early 1900’s. 

Then a strange thing happened. Even 
though electricity, because of its con- 
venience and price, held the lamp-lighting 
business in the palm of its hand, improve- 
ments followed each other in a rapid cas- 
cade of invention and merchandising. 


n 1911, lamps with filaments of drawn 
tungsten were put on the market, and 
two years later the incandescent bulb was 
further improved by invention of the gas- 
filled bulb. 

In 1938, the fluorescent tube was intro- 
duced to the public. Each of these inno- 
vations resulted in increased lighting 
efficiency. This efficiency can be measured 
by the number of lumens a light produces 
for each watt of energy supplied to it. En- 
ergy of any type can be translated into 
heat units which in turn can be figured in 
terms of watts: 

Efficiency 


In Lumens 


Light Source Per Watt 
Candle 0.1 
Open Gas Flame 0.2 
Kerosene Lantern (Wick) 0.3 
Incandescent Gas Mantle 2.0 
Bason’s 1879 Tan — oo. ccice es once 2.6 


Carbon Filament Lamp (1910) 4 

Tungsten Filament Gas-filled Lamp (1950) 16 

40-watt Fluorescent Tube (1950) 58 

Firefly 

Theoretical 100 Per Cent Conversion into 
“White” Light 


The efficiency of the firefly leaves the 


engineers something at which to aim, but 
does not detract from the amazing record 
of the industry. In view of the thousands 
of years required to reach the efficiency 
level in effect fifty years ago, the advance 
since then has been remarkable. Electric 
lighting is the first form of lighting in the 
world that has continued to improve itself 
before it was threatened with obsolescence. 

As to lighting, regulatory commissions 
only have authority over the fuel of the 
lamps. 

If the bulbs are defective, there is no 
commission to take them back to the man- 
ufacturer and burn the shipment “before 
the door of him who made them, at the 
place where he dwells.”’ Instead, the local 
retailer is likely to have poor public rela- 
tions for a while. 

The fixture and wiring are under con- 
stant study and review by the fire under- 
writers. Housing and building commis- 
sions also have a say in the interest of 


_ public safety. 


A’ for the power supply, it is indeed a 
regulated affair, even to the point 
where a commission will occasionally take 


.a leaf from the waxchandler’s 1358 ordi- 


nance and attempt to put a utility manage- 
ment on the pillory of public opinion. 
Some will argue that the progress of 
the last fifty years has been because of this 
triple form of regulation wherein compe- 
tition, the business community, and the 
state each have a share. Others will argue 
that the advance in lighting technique has 
been made in spite of it. But both must 
agree that the improvements have been 
great and that the future of the electric 
lighting industry, only seventy-five years 
old this month, is as bright as its product. 
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Does TVA Have a “Loss Leader’? 


b pre issue of August 19, 1954, publishes 
a letter from Paul L. Evans, director of 
information, Tennessee Valley Authority, 
commenting on an article of mine, “Observa- 
tions on Private versus Public Power,” 
which appeared in your June 10th issue. Mr. 
Evans refers in particular to a paragraph of 
my article which, in his words, “indicates 
some confusion over a clause that used to be 
in” the TVA rate schedule until the rates 
were changed in 1952. Mr. Evans is correct 
in pointing out that the article needs clarifi- 
cation on this point, and I should like an op- 
portunity to clarify it further. 

When in preparing the article, I read the 
TVA annual report for the fiscal year end- 
ing June 30, 1953—the TVA report which 
referred to the general change in TVA rates 
in 1952—I found no indication that this par- 
ticular clause had been altered. It is none the 
less a matter of extreme regret to me that my 
article should have referred to a rate clause 
as being in effect when in fact it had been 
superseded, and it is equally regrettable that 
in speaking of the old clause my paper did 
not make explicitly clear that I was referring 
only to the energy component. 

But these points do not affect the main 
argument I was making in the portion of my 
paper in question. In that part of the article 
I was suggesting that power “planning in- 
fluenced or controlled by political considera- 
tions tends to result in a breakdown of the 
very thing that the planning was designed 
to promote”; namely, sound economic de- 
velopment. I cited what seemed to me to be 
examples of this unfortunate process, in- 
cluding a conclusion involving a TVA rate 
feature, which as it turns out has now in 
part been changed. 


HAT I wish to stress, however, is that 

the TVA rate situation as Mr. Evans 
now describes it still bears cogently on my 
point. In my illustration I was essentially 
concerned with the feature in TVA’s rate 
situation under which TVA’s retail distribu- 
tors sell to their residential customers a 
block of 1,000 kilowatt-hours per month be- 
tween 400 and 1,400 kilowatt-hours at 4 
mills. Mr. Evans refers to this as a “promo- 
tional feature” still in effect. A more accu- 
rate description would be that this is a “loss 
leader.” Even with the tax and cost-of- 
money advantages which in my opinion TVA 
and its distributors enjoy, I do not see how 
power can be delivered to residential users 
in this 1,000-kilowatt-hour block for 4 mills. 
The fact that subsequent blocks carry a rate, 
as Mr. Evans says, of 74 mills per kilowatt- 
hour, cannot in my view justify such a loss 
leader because it is by no means clear that 
the ultimate customer uses enough power to 
make up the patently below-cost feature of 
the 1,000-kilowatt-hour block. I think that 
what I said in my paper about this situation 
still holds good; namely, that when TVA’s 
energy “becomes a predominantly fuel en- 
ergy and the fuel item alone costs 2 mills or 
more per kilowatt-hour, it is obvious that 
something quite different from economics 
has become the basis of the rate structure 
and the basis for developing widespread resi- 
dential electric home heating.” I think it only 
reinforces this point to suggest that TVA’s 
hydro power is arbitrarily allocated to the 
residential users and that the new steam 
power going in is somehow allocated to the 
industrial users. 

—PuHILip Sporn, 
President, American Gas and Electric 
Service Corporation, New York, New 
York. 
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Dixon-Y ates Pact Deferred 


F) eenw Senate Judiciary Subcommittee 
did about everything except call out 
the militia to block approval by the Atomic 
Energy Commission of the proposed 
Dixon-Yates agreement. Throughout the 
first week of October the committee, head- 
ed by Senator Langer (Republican, North 
Dakota), kept hammering away on the 
controversial proposal to have a private 
utility company group build a steam power 
plant at West Memphis, Arkansas. The 
purpose of this plant is to supply the Ten- 
nessee Valley Authority with power to re- 
place energy which TVA, in turn, must 
supply to the AEC at other points. 

The Langer committee barrage took the 
form of stretching out the testimony of 
J. D. Stietenroth, ousted secretary and 
treasurer of the Mississippi Power & Light 
Company, over six days—airing the charge 
that the utility interests involved had vari- 
ously resorted to monopolistic practices, 
violation of law or in spirit of the Hold- 
ing Company Act, and other irregulari- 
ties. 

Senator Langer consistently gaveled 
down any attempts to interfere with or 
interrupt the antiutility presentation. Sen- 
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ator Kefauver (Democrat, Tennessee) 
stood by to lend approval to Langer’s 
course of action. Senator Butler (Repub- 
lican, Maryland) stood by helplessly ex- 
postulating. 

The subcommittee demanded that AEC 
hold up its approval of the Dixon-Yates 
contract. But AEC went on with its pro- 
gram of negotiating and working out 
details, as it was instructed to do by Presi- 
dent Eisenhower, and specifically author- 
ized to do by the recently amended Atomic 
Energy Commission Act. AEC had a 
double basis for ignoring the demands of 
the Langer subcommittee: 


(1) The new act gives jurisdiction to 
review such contracts to the Joint Atom- 
ic Energy Committee—not to the Sen- 
ate Judiciary Committee. 

(2) Langer had asked the Senate for 
funds to investigate this situation and 
had been specifically denied such appro- 
priations by the Senate as a whole. 


Ov October 6th reports that the contro- 
versial Dixon-Yates power project 
contract had been formally approved—but 
not yet signed—by the Atomic Energy 
Commission sent another congressional 
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committee into high-gear action to ascer- 
tain the true facts about this bitterly dis- 
puted administration venture. On word 
that the commission was ready to tell its 
story in public, Representative Cole (Re- 
publican, New York), chairman of the 
congressional Joint Committee on Atomic 
Energy, sent out a call for public hearings 
on the issue to start October 13th. 

This call was canceled, however, upon 
suggestion of the subcommittee chairman, 
Senator Hickenlooper, who found other 
members so preoccupied with campaign- 
ing as to make it difficult to get a quorum. 
And so the committee heads decided to 
defer the hearings until after election 
day. 


Se. act gives the joint committee of 
Congress power to waive the 30-day 
waiting period in writing. In calling the 
joint committee, Chairman Cole said he 
was naming the full committee as a sub- 


committee under the chairmanship of Sen- 
ator Hickenlooper (Republican, Iowa) to 
hear the matter. Hickenlooper suggested 
November 4th as a new date to hold hear- 
ings after the elections. It was made clear, 
however, that AEC had approved the 
Dixon-Yates contract, although it had not 
been formally signed. 

During the quizzing of Stietenroth, 
Senator Kefauver proposed and the com- 
mittee ordered that the full record of the 
investigation of the Middle South Utili- 
ties, the Mississippi Power & Light, and 
the Dixon interests in general be sent to 
the Comptroller General. Previously it 
had been ordered sent to Herbert Brown- 
ell, Jr., Attorney General, for study as to 
possible violation of the Federal Power 
Act and of SEC regulations. 

Stietenroth’s testimony was highlighted 
by an angry exchange with Senator Butler. 
Butler intimated that Stietenroth had 
“turned” on his company when he pre- 
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pared a memorandum in 1952—which was 
never sent—objecting to certain things 
higher officials required him to do. Butler 
wanted to know why the witness had never 
sent the memorandum. “If you had you’d 
have been fired then, wouldn’t you?” the 
Marylander asked the witness. 


> 
Gas Producers Filing Delay 


—_— extension from October Ist 
to December 1st was the only immedi- 
ate advantage won by the gas producers 
from their two days of hearings before the 
FPC last month. This result relieved the 
independent gas producers from the neces- 
sity of filing, as of October Ist, rate sched- 
ules and certificate applications under the 
requirements of FPC Order 174-A. 

Except for the deadline, the controver- 
sial FPC order remains in effect unless 
the FPC decides whether it will take ac- 
tion on any of the other pleas for changes 
made by counsel for the gas producers dur- 
ing the 2-day hearings. The attitude of 
the FPC appeared to be generally critical. 
Several times the producers’ lawyers were 
warned not to waste time rearguing the 
Phillips decision, which has already been 
decided by the U. S. Supreme Court. 

Approximately 350 certificate applica- 
tions and 1,500 rate filings had been re- 
ceived but the commission stated, on Sep- 
tember 24th, that “in order to handle 
these filings in an orderly manner it is de- 
sirable to extend the time requirement.” 
FPC, in its first formal ruling under 
174-A, held that the Texas State Drilling 
Company need not apply for a certificate 
because the gas it produced for sale in 
Harris county, Texas, was shown not to 
be moving in interstate commerce. 

It was expected that the FPC would 
hand down a ruling denying the right of 
independent natural gas producers to in- 
voke “escape clauses” in their sales con- 
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tracts with interstate pipeline companies. 
(So-called ‘escape clauses” generally pro- 
vide for a withdrawal of the producers 
from their obligation to supply gas if it 
should develop that such transactions 
would bring them under the jurisdiction 
of the FPC.) 


pre ealeen the U. S. Supreme Court’s 
decision in the Phillips Petroleum Case, 
the FPC took the position that “escape 
clauses” were invalid unless FPC consents 
to the abandonment or withdrawal of the 
contracting parties. Producers were put 
on notice that any move to invoke them 
would be challenged. The first challenge 
to the FPC’s position came last month 
when Texas Illinois Natural Gas Pipeline 
Company complained to the FPC that 
fourteen Texas producers had invoked 
“escape clauses” and would cut off sales 
to Texas Illinois unless restrained. It was 
unofficially reported that the FPC would 
seek a court order to prevent the walkout. 

Meanwhile, the FPC is proceeding with 
specific authorizations to certain independ- 
ent producers to sell gas to interstate 
pipelines. The first formal authorizations 
were made recently to three independents. 
The language used in these orders is sig- 
nificant, in view of the FPC’s statement 
that similar language will be included in 
all orders issuing certificates of public con- 
venience and necessity to independent pro- 
ducers. 

Under the terms of the orders, sales 
are authorized “together with whatever 
facilities subject to the jurisdiction of the 
commission may be necessary to consum- 
mate such sale or render such service. . .” 

One of the principal complaints by the 
producers at the recent hearings on Order 
174-A was that the commission had no 
authority to issue certificates for construc- 


tion and operation of the physical facilities 
(as distinguished from sales activities) of 
a producer or gatherer, because of the spe- 
cific exemption contained in the Natural 
Gas Act. 


Piengomens Digby, dissenting from 
the use of such language, said “The 
action of the majority . . . issuing a cer- 
tificate for ‘whatever facilities’ is improper 
for it represents an assertion of power 
denied to us by Congress.” Digby claims 
that the absence of such power was recog- 
nized by the FPC itself in Orders 174 and 
174-A, which failed to provide any pro- 
cedure whereby application could be made 
for a physical construction and operation 
certificate. In another action last week in- 
volving independents, the FPC authorized 
the 1,289-mile Louisiana-to-Michigan 
pipeline to be built by American Louisiana 
Pipe Line Company on condition that pro- 
ducers supplying the line submit to FPC 
regulation of their rates. 

A concerted drive in the oil and natural 
gas industry is under way for legislation 
in the next Congress to remove independ- 
ent producers from federal control. 
Leaders of the oil and gas industry have 
banded together to form an organization 
called “Nationwide General Gas Commit- 
tee.”” General chairman of the new com- 
mittee is Maston Nixon of Corpus Christi, 
Texas, president of Southern Minerals 
Corporation. The committee will seek 
legislation similar to the Kerr Bill, vetoed 
by former President Truman in 1950. 
Nixon said the action was necessary in or- 
der to correct “the confused situation” re- 
sulting from the U. S. Supreme Court’s 
decision in the Phillips Petroleum Case. 
He predicted a shortage of natural gas and 
rationing to consumers unless corrective 
legislation is passed. 
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New Depreciation Rules 
Announced 

NTERNAL Revenue Commissioner T. 

Coleman Andrews has announced pro- 
posed new rules relating to depreciation 
provisions in the new Internal Revenue 
Code of 1954. Details of the proposed 
rules may be found in the Federal Register 
of September 28, 1954. Interested parties 
had thirty days to present their views or 
arguments prior to final adoption by the 
Internal Revenue service, 

Section 167 of the new code makes im- 
portant changes from prior law with re- 
spect to the deduction for depreciation, 
Andrews pointed out. It provides for the 
use of the declining balance method at a 
rate not in excess of 200 per cent of the 
corresponding straight-line rate, the sum 
of the years’ digit method, or equivalent 
methods which at the end of each year 
during the first two-thirds of the life of the 
property result in accumulated allowances 
not in excess of those under the declining 
balance methed. 

In addition, taxpayers are granted the 
option to switch from the declining balance 
method to straight-line depreciation at any 
time on the basis of unrecovered cost less 
estimated salvage and estimated remaining 
life at the time of the switch. The liberal- 
ized depreciation methods apply only to 


property with a useful life of three years 
or more, which is acquired after December 
31, 1953, if the original use of the prop- 
erty commences with the taxpayer and 
commences after that date, or the property 
is constructed, reconstructed, or erected 
after December 31, 1953, and then only to 
the portion of the basis of such property 
attributable to construction, reconstruc- 
tion, or erection after December 31, 1953. 
The new code also permits agreements 
in writing with respect to depreciation 
rates which will then stand in the absence 
of facts or circumstances not taken into 
consideration in arriving at such agree- 
ments, with the burden of proof on the 
party initiating any change to establish the 
existence of such facts and circumstances. 
The changes are to be prospective only. 


> 


REA’s Largest Loan Goes to 
Florida Company 

HE North Florida Telephone Com- 

pany, Live Oak, Florida, is the 
recipient of the largest telephone loan on 
REA’s books—$3,602,000 to finance the 
extension and improvement of rural tele- 
phone service in ten counties of north- 
eastern Florida. An earlier record loan of 
$6,000,000 to an Indiana co-op was later 
rescinded when alternative means were 
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found to finance telephone improvements. 

The Florida borrower, a new com- 
mercia] company, is planning a modern 
telephone system to serve 7,278 subscrib- 
ers, including 4,096 now without service, 
over 1,840 miles of line. The company will 
use its own funds, plus loan money from 
REA, to acquire from the Florida Tele- 
phone Corporation seven magneto, one 
common battery, and two dial exchanges 
which serve 3,182 subscribers over 449 
miles of line. The REA loan will be used 
to improve and convert these facilities to 
full dial operation, add 1,407 miles of new 
line, and integrate 332 miles of the exist- 
ing line into the new system. 

REA approved four other loans late last 
month to rural telephone companies in 
Kansas, North Carolina, Georgia, and 
Minnesota, totaling $1,302,000. 


> 
Recent Rate Developments 


hs ae by the New York Public Serv- 
ice Commission of a petition for re- 
hearing on New York Telephone Com- 
pany’s request for a $69,000,000 annual 
increase in rates clears the way for a court 
test of the commission’s findings. The rate 
case originated last November when the 
company asked the commission for permis- 
sion to add about 75 cents a month to resi- 
dential telephone bills and $2 to most busi- 
ness bills. Last August the commission 
unanimously denied the request, maintain- 
ing that the company’s present earnings 
were sufficient. 

At the hearings before the New York 
commission, the company made a strong 
case for a current value rate base instead 
of the traditional original cost rate base 
used by the commission. For this reason, 
a court decision if the company decides to 
appeal may be expected to attract consider- 
able attention in regulatory circles. Mean- 
while, the company is restudying its situa- 
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tion in view of its failure this year to earn 
its regular dividend by $2,250,000. Testi- 
mony at the hearing indicated that the 
company had earned not quite 6 per cent 
on its invested capital in the six months 
that ended on June 30th. The company 
insisted that it needed a higher return to 
attract the capital necessary for improved 
operation. 


n North Carolina, the state utilities 

commission is about to hand down its 
second decision on Southern Bell Tele- 
phone Company’s request for increased 
rates. Questions involved in this case were 
first placed before the commission by 
Southern Bell in July, 1952, in an applica- 
tion seeking rate boosts totaling $3,426,- 
700 annually. In April, 1953, the commis- 
sion allowed $1,648,056. That decision 
was appealed to the courts by both the 
company and the state attorney general’s 
office. Last January, the state supreme 
court sent the case back to the commission 
for reconsideration. 

In sending the case back to the commis- 
sion, the state court said that the commis- 
sion should determine what constitutes a 
fair value of the company’s investment in 
its intrastate business in North Carolina, 
what would be a fair return on that invest- 
ment, and how much would be needed to 
produce the fair return. The court left the 
commission three choices: It could let the 
company keep the $1,648,056; reduce that 
amount; or, if new facts warranted, allow 
still more. 

At the start of the new hearings last 
June, the company indicated its revenue 
needs had increased. Instead of the $3,- 
426,700 it had previously requested, the 
company said it wanted to keep the $1,- 
648,056 and add another $4,795,344. As 
the hearings were concluded, however, the 
company said it might need even more than 
that. 





Financial News 
and Comment 


By OWEN ELY 


More Flexibility Needed in 
Utility Rates and Regulation 


a S. QuiG, assistant manager of 
the rate department of Ebasco Serv- 
ices, gave an address before the Canadian 
Electrical Association on June 26th, which 
we summarize as follows: 

He quoted the basic directive of the 
U. S. Supreme Court decision in the 1922 
Bluefield Case ? (reiterated in the more re- 
cent Hope Case)? as follows: 


A public utility is entitled to such 
rates as will permit it to earn a return 
on the value of the property which it 
employs for the convenience of the pub- 
lic equal to that generally being made at 
the same time and in the same general 


_1 Bluefield Water Works & Imp. Co. v. West Vir- 
ginia Pub. Service Commission, 262 US 679, PUR 
1923D 11. 

2 Federal Power Commission v. Hope Nat. Gas 
Co. (1944) 320 US 591, 51 PUR NS 193. 
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part of the country on investments in 
other business undertakings which are 
attended by corresponding risks and un- 
certainties. . . . The return should be 
reasonably sufficient to assure confi- 
dence in the financial soundness of the 
utility and should be adequate, under 
efficient and economical management, 
to maintain and support its credit and 
enable it to raise the money necessary 
for the proper discharge of its public 
duties. 


Mr. Quig evidently felt that some regu- 
latory commissions should pay greater at- 
tention to this philosophy of rate making. 
He also warned against a feeling of com- 
placency on the part of utility manage- 
ments. The difficulties of the transit in- 
dustry should be kept in mind—he blamed 
them on such factors as the following: 
lack of attention to service, failure to plan 
ahead and anticipate changes, inadequacy 
of earnings, understatement of deprecia- 
tion expense, and an unfair attitude by 
agencies—which apparently felt that the 
best service to the general public was to 
keep fares at a “bare-bones” level. 


H: felt that the utilities in general have 
neglected to get across to the con- 
sumer their story on adequate rates for 
adequate service. The emphasis has been 
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on the slogan that electricity is cheap, par- 
ticularly as contrasted with the rising 
prices of other commodities and services. 
He suggested that the phrase be changed 
to “electricity is valuable.” With the use 
of many new and important electrical ap- 
pliances for television, heating, air con- 
ditioning, etc., as well as for farm opera- 
tions such as water pumping, new stand- 
ards of service are now required which 
were undreamed of ten or fifteen years 
ago. A heavy investment must be made 
merely to protect the customer against a 
possible failure in service continuity, and 
this has cost the utilities millions of dol- 
lars without a commensurate return. 
“From a value point of view,” Mr. Quig 
maintained, “the end kilowatt-hours in 
any rate structure could be priced higher 
than the initial ones since it is these kilo- 
watt-hours which supply the valuable por- 
tions of the customer’s service.” 


iw Electric Power Survey Committee, 
headed by President Walker L. Cisler 
of Detroit Edison, has estimated that U. S. 
peak-load requirements will double in 
about twelve years (1965 versus 1953), 
and Canadian expansion may be even 
greater. Rate policies should be constant- 
ly revised in order to gear them to reve- 
nue adequate to support future planning 
for expansion. But the utilities must deal 
with regulatory agencies, most of which 
still exercise a cautious attitude because of 
the legislative and political background. 
“If we are to be a strong industry and 
do our duty to our customers as well as 
to our investors,” Mr. Quig stated, “rate 
regulation must recognize the broader as- 
pects of public interest. It must under- 
stand that the additional pennies a day 
which the customer may have to pay will 
give the utility the necessary elements of 
financial stability and the capability 
which are, in the words of the U. S. Su- 
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preme Court’s Bluefield decision, ‘neces- 
sary for the proper discharge of its pub- 
lic duties.’ ” 


' is difficult to set up a rate schedule on 
a purely scientific basis, since rates are 
involved in public relations. The various 
components of a rate—customer, demand, 
and energy—may be technically correct 
from a cost allocation viewpoint, but if 
the rate causes annoyance to customers 
and difficulties in administration, or fails 
to produce sales growth, it will not serve 
the best over-all purpose. 

However, this handicap does not ex- 
cuse a utility management from making a 
continuing analysis of ever-changing loads 
and their impacts on costs. These studies 
will then be of great aid, even though they 
are not the sole determinant in fixing rate 
schedules. He pointed out that the indus- 
try’s pricing problems are not very differ- 
ent from those of a drugstore or depart- 
ment store selling a wide variety of goods. 
The stores know that they are not earn- 
ing the same percentage of profit on some 
of their “leaders” as on other items, but 
the policy is continued because the man- 
agement feels that sale of the leaders will 
stimulate (as a by-product) sales of other 
goods having a higher profit component. 
Correspondingly, the utility company may 
use a low-profit rate to develop a certain 
stratum of the market, on the assumption 
that the eventual larger volume of sales 
will produce a satisfactory future return. 
Also, in some cases, a higher rate might 
virtually “price the utility out of the mar- 
ket” on this particular business, and this 
might be detrimental on an over-all basis. 


HILE the utility has no statutory 
duty imposed on it to sell a service 

at a loss, neither is there a mandate to 
exact the same rate of return from all 
classes of service. Statutes usually provide 
that rates should not be “unduly discrimi- 
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natory,” which means that the legislators 
recognize that the rate structure must 
have some flexibility to meet varying con- 
ditions. ‘“There can be no denying the fact 
that, if we had been in a position to pick 
and choose only the more profitable, the 
more lucrative markets where cost con- 
cepts and rate were the controlling fac- 
tors, we would never have reached the 
mass market which we possess today, and 
the electric utility industry would never 
have reached the size and importance that 
it has in Canada and the United States. 
Value of service to the customer, a realis- 
tic appraisal of our competitive condi- 
tions, and a managerial policy recogniz- 
ing service responsibilities must also re- 
ceive consideration along with general 
knowledge as to costs and their changing 
nature.” 


M:* Quie feels that the accounting of- 
ficials of the utilities should not be 
encouraged to fix rates; their function 
should be limited to recording fiscal re- 
sults and they should not try to dictate 
the policies and decisions of the top man- 
agement. However, he admits that rate 
decisions by regulatory agencies increas- 
ingly involve new accounting devices 
which are proposed as being in accord 
with “accepted accounting principles,” so 
presumably the accountant’s services are 
needed in this connection. He mentions the 
following : 


(1) Using an average rate base for 
the beginning and end of the test year 
instead of the nearest twelve months 
ending—despite the fact that the aver- 
age figure may very soon become out 
of date in a rate case. 

(2) The omission of cash working 
capital on the ground that the utility 
has cash funds available through the 
accrual of federal income taxes. 

(3) The omission of plant costs for 


construction work in progress, because 
this plant is not yet in service. 

(4) The “normalization” of storm 
costs and other special items on the 
ground that they are nonrecurring— 
though in many cases they do recur at 
irregular intervals. 


However, despite these innovations in 
recent regulatory methodology, he feels 
that the tide may have turned and that 
the commissions and courts are beginning 
to realize that the customer’s stake is close- 
ly tied with that of the investor. One of 
the “economic facts of life” on which the 
utilities are trying to educate the commis- 
sions is the matter of plant inflation—one 
angle of which is the so-called economic 
depreciation. In the New York Telephone 
Company Case, Vice President MacMillan 
held that “if the economic depreciation 
rather than the book depreciation is not 
taken into account in the price-setting 
process, then the prices established do not 
meet the true cost of furnishing service 
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F°® the past five years, homes heated by gas have increased more than 
one million per year. New installations during this period have sur- 
passed the total number of gas-heated homes in the entire previous history 
of the gas utility industry. It is estimated that more than three and one- 
half million additional homes will be heated by gas in the next three years. 
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and the business is not sustaining itself. 
. . . Fundamentally, the purpose of de- 
preciation is not to provide for replace- 
ment but to provide for an equitable dis- 
tribution of cost. Neither does economic 
depreciation . . . call for a guess or esti- 
mate of future changes in the price level. 
It deals only with current levels, for the 
purpose of measuring one element of cost 
in dollars of the same size as the revenue 
dollars required to meet that cost... if 
rate making is based on book depreciation 
without allowance for the additional cost 
of economic depreciation, the result is 
that the subscriber pays less than the full 
cost of furnishing service to him.” 


apenas rate of return, Mr. Quig 
pointed out that few. utilities get 
above the 6 per cent-64 per cent level 
for electric operations, although in some 
states these figures are related to “fair 
value” rather than original cost. Commis- 
sions which have rigid ideas about an orig- 
inal cost rate base may add a “nominal 
increment” to historical cost of capital, 
as a slight concession to inflation. Thus a 
New England commission in setting a rate 
of return for a small electric company 
sometime ago added 0.2 per cent to his- 
torical cost of capital, arriving at the per- 
mitted rate of return. Similarly, a recent 
gas decision allowed 0.25 per cent above 
cost of money. And the proponents of the 
cost-of-money theory are still with us, he 
maintained, despite some feeling that 
their influence has waned. These theorists 
in effect maintain that so long as a com- 
pany can do its financing at any price, no 
harm is being done; the real test is 
whether the cost of financing is exorbi- 
tant considering the interests of existing 
security holders, as well as the future cus- 
tomer interest. New investors need little 
or no protection from a regulatory point 
of view since they are generally in a posi- 
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tion to dictate the terms on which they 
will put their money into the enterprise. 
Yet some commissions, in using histori- 
cal cost of money (which aims at main- 
taining only the book value of the exist- 
ing equity), ignore the inflationary fac- 
tor which is reflected in nonutility capi- 
tal markets. 

Regulation is assumed to be a substitute 
for competition in the public utility field, 
but competition is more apt to control 
gross revenues while regulation controls 
net income. To set rates at some arbitrary 
level which is barely adequate to attract 
the large institutional investor is not suffi- 
cient, in Mr. Quig’s opinion. He feels that 
the industry is being largely financed 
through the “forced savings” entrusted to 
insurance, pension, and trust funds. In- 
dividual equity investors are not being at- 
tracted in large numbers as they were in 
the early days when the industry was get- 
ting its start. If the industry cannot at- 
tract this individual private capital, he 
thinks eventually it will get into trouble. 


Epon electric utilities set their prices for 
industrial power during a period 
when there was ample capacity to sell, and 
there was severe competition from the in- 
dependent industrial power plants. All 
this is changed today — except for the 
price, which remains about the same ex- 
cept for minor adjustments and insertion 
of fuel adjustment clauses. The manu fac- 
turing industry would rather buy its serv- 
ice from the electric utilities at rate levels 
largely based on low historical plant costs, 
than build new generating plants of their 
own with present inflated dollars. Rates 
on this class of business should definitely 
be reappraised. 

He quoted the famous FPC decision in 
the Panhandle Case last April,? in which 


ms Re Panhandle Eastern Pipe Line Co. 3 PUR3d 
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TE 
September Utility Financing 
PRINCIPAL PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 








Price Under- Offer- Indicated 

To writing ing Moody Success of 

Date Amount Description Public Spread Yield Rating Offering 

Mortgage Bonds and Debentures 
9/9 $7.0 Montana-Dakota Utils. Ist s.f. 3s, 

MPD acs wie sicse-s: os ovaiaysiszsisre te ice: sa aniake avs 101.41 .70C 3.28 Baa b 
9/10 5.0 Montana-Dakota Utils. 1st 33s,1979.. 102.10 .68C 3.38 Baa d 
9/14 65.0 Tenn. Gas Trans. Deb. 44s, 1974 ..... 102 1.40N 4.10 Baa a 
9/28 150 Dayton P&L: Ist 3s, 1984 «0000066 100 49C 3.00 Aa b 
9/29 60 Western Mass. Elec. Ist 34s, 1984.... 101.47 54C 3.05 Aa a 
9/29 20.0 Northern States Pr. Ist 34s, 1984.... 102.26 46C 3.01 Aa d 
9/30 10.0 Columbus & So. Ohio El. 1st 34s, 1984 102.92 ME 3.10 A c 


Preferred Stocks 


9/15 7.5 Oklahoma G. & E. 4.24% ($100 Par) 101.88 1.85C 4.16 _ b 
9/16 43.4 Georgia Power $4.60 ............66. 105 N 4.38 _ e 
9/16 9.0 Illinois Pr. 4.20% ($50 Par) ........ 50.90 .0N 4.13 _ a 
9/23 5.0 Tampa Elec. 4.16% ($100 Par) ...... 101.38 1.25€ 4.10 -~ a 
9/29 7.5 Texas Gas Trans. s.f. 4.96% ($100 
ATs) cater ecieaie soe arice meee nies 100 3.00N 4.96 — a 
Earnings- 
Price 
Ratio 
Common Stocks—Offered to Public 
9/1 20 Calit. Electric Power .cc< 60606. 11.80 25¢ 5.08 7.0 a 
9/16 Of Tits POWER «< oio.cs-c.cisiviciecceeve.cas 48.50 1.16N 4.53 5.6 a 
9/22 5.9 Columbus & So. Ohio Elec. ......... 29.25 .I0N 5.47 7.0 a 
Common Stocks—Subscription Offerings 
9/15 11.0 San Diego Gas & Electric .......... 13:75 N 5.82 9.5 f 
9/22 13.3 Middle South Utilities .............. 28 ~~ 5.36 75 g 
9/30 13.7 New England Electric System ...... 15 Ate 6.00 8.4 h 





a—Reported well received. b—Reported fairly well received. c—Reported issue sold somewhat slowly. 
d—Reported issue sold slowly. e—The issue was offered in exchange for the $6 preferred on the basis of 
one share and $5.14 for each old share, with 95 per cent of the stock exchanged, The exchange was under- 
written and a fee was also paid to dealers for soliciting exchanges. f—The issue was offered to stockhold- 
ers on a 1-for-4 basis, unsubscribed stock being offered to employees. The underwriters’ commission was 
15 cents on all shares plus 30 cents on unsubscribed shares. (The company shared in certain profits on sale 
of unsubscribed stock.) g—The issue was offered to stockholders on a 1-for-15 basis, without underwriting. 
h—The issue was offered to stockholders on a 1-for-10 basis, with underwriting and dealers’ compensation. 


SEPTEMBER NEW MONEY FINANCING 
(In Millions) 


Offered to Sold to Sold Total 
Stockholders Public Privately Financing 
Electric Companies 
TOS Meier cascvswalllmadneaaa.ccaeeiwhieee:s a: $ 61 $3 $ 64 
PPPOLOEEOA SOCKS 655.5. css bd0.01 eomnac ees ae 22 — 22 
COMIMION SOCK: «ssi scacisvdsewsscasee'eeseurs $38 15 _ 53 
MEA are bras dye histarsis «218 aise ee Maeeee ets $38 $ 98 $3 $139 
Gas Companies : 
PNMES CR NT rhs 2 chaise hoes cane dean ees _ $ 26 $1 $ 27 
PPRICETCGT SOCK: co.siaiesienasieesaaeeelwiedeeas —_ 7 1 8 
SODUMON BLOCK os indica cuddasesscrewiseciioss a _ — — 
PREG aiid tiand wnd:s cesar yataelveats — $ 33 $2 $ 35 
Total Electric and Gas) ..6.iccscces eee $38 $131 $5 $174 





Refunding and miscellaneous financing included for the electric utilities: $25,000,000 bonds, $45,000,000 
preferred stock, and $2,000,000 common stock, a total of $72,000,000; gas utilities refunded $40,000,000 bonds. 
Source of data, Irving Trust Company. 
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the commission overruled the staff which is essentially empiric. The stuff of the 
had argued in favor of the commission’s process is fluid and changing—the result- 
“long-established policy, which had been ant of factors which must be valued as 
sanctioned by the courts.” The commis- well as weighted.” The state commissions 
sion remarked that the doctrines of stare should be willing to adopt the same flex- 
decisis or res adjudicata do not necessar- ible, modern approach in their decisions. 
ily have application in the field of admin- Pe 

istrative rate making and that the com- 

mission should be guided by a complete $43,000,000 P ref erred Stock 
statistical analysis, and should consider Refunding 

the ultimate public interest. Supreme tgs of the largest refundings of a util- 
Court Justice Frankfurter said in another ity preferred stock issue was success- 


rate case—“The process of rate making fully accomplished recently when Georgia 


e 


PUBLIC UTILITIES SECURITIES OFFERED FOR 
SUBSCRIPTIONS AND/OR SALE 
(000 Omitted) 


January 1 to September 30, 1954 
Electric Gas Telephone Other 
Total Companies Companies Companies Companies 
Long-term Debt 
Offered Publicly $1,950,650 $1,047,700 $551,450 $351,500 — 
Offered through Subscription 95,350 45,350 50,000 — -- 
Offered Privately 256,830 123,100 86,130 29,950 $17,650 
Total $2,302,830 $1,216,150 $687,580 $381,450 $17,650 
Preferred Stock 
Offered Publicly $ 383,156 $ 332,879 $ 29,810 $ 17,859 $ 2,608 
Offered through Subscription 5,042 5,042 _ = = 
Offered Privately 59,044 46,650 1,244 6,000 5,150 
Total $ 447,242 $ 384,571 $ 31,054 $ 23,859 $ 7,758 


Common Stock 
Offered Publicly $ 162,184 $ 95,559 $ 19,662 $ 300 
Offered through Subscription 300,536 242,794 41,900 — 
Total $ 462,720 $ 338,353 $ $ 61,562 $ 300 
Total Financing $3,212,792 $1,939,074 $781,139 $466,871 $25,708 


Segregation of Financing—By Purpose 


ePorh Qaida $ 658,144 $ 481,981 $173,274 2,889 
Total Divestments $ 49,509 $ 1,926 $ 39,638 7,945 — 
New Money 
Long-term Debt $1,802,158 $ 892,903 $514,950 $376,655 $17,650 
Preferred Stock 286,981 227,843 30,410 20,970 775 
Common Stock 416,000 334,421 22,867 58,412 
Total New Money $2,505,139 $1,455,167 $568,227 $456,037 
Total Financing $3,212,792 $1,939,074 $781,139 $466,871 


Segregation of Financing—By Type 


Competitive Bidding $1,822,427 $1,169,540 $302,887 $350,000 
Negotiated Sales $ 673,563 $ 306,598 $325,036 $ 39,021 
Subscription i 
Competitive Bidding 124,580 $ 74,580 $ 50,000 — 
Negotiated Sales 104,977 89,114 1,957 $ 13,906 
No Underwriting 171,371 129,492 13,885 27,994 
Total Subscription $ 400,928 $ 293,186 $ 65,842 $ 41,900 
Private Sales $ 315,874 $ 169,750 $ 87,374 $ 35,950 
Total Financing $3,212,792 $1,939,074 $781,139 $466,871 $25,708 


Source, Ebasco Services, Incorporated, corporate finance department. 
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Power Company replaced its 443,869 
shares of $6 preferred stock with an equal 
number of shares of $4.60 preferred (no 
par value). The new stock was offered in 
exchange for the $6 preferred on the basis 
of one share and $5.12, two-thirds cash, 
for each old share, the privilege expir- 
ing October 4th. The cash payment was 
designed to supplement the offering price 
of the new stock ($105) so as to equal 
the redemption price of $110 on the old 
issue. 


Aa of four leading underwriters 
were selected through competitive ne- 
gotiation, after eight major houses had 
been asked to submit written statements of 
their qualifications. First Boston Corpora- 
tion, Merrill Lynch, Pierce, Fenner & 
Beane, and Union Securities Corporation 
in New York, and Equitable Securities 
Corporation in Nashville, were selected as 


managers of the syndicate that solicited 
exchanges and bought shares of the new 
stock not issued in exchange for the $6 
stock. Soliciting dealers were also paid 80 
cents to $1 for obtaining exchanges, de- 
pending on the number of shares ex- 
changed, with a minimum of $5 and a 
maximum of $150 on a single transaction. 


F. er 95 per cent of the old stock was 
exchanged for new—a result which 
reflected the careful planning of the com- 
pany and its advisers, as well as the syn- 
dicate’s efforts. Approval for the financ- 
ing had to be obtained from both the SEC 
and the Georgia Public Service Commis- 
sion. Extensive hearings were held before 
the state commission, with testimony in 
favor of the plan by John F. Childs, vice 
president of the Irving Trust Company, 
and James A. Lyles, vice president of The 
First Boston Corporation. 
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DATA ON ELECTRIC UTILITY STOCKS 


1953 10/7/54 
Price Div. 
About Rate 

American Gas & Elec. .... 

Arizona Public Service .... 

Arkansas Mo. Power 

Atlantic City Elec. ........ 

Bangor Hydro-Elec. ...... 

Black Hills P. & L. ....... 

Boston Edison 

Calif. Elec. Power 

Cait. Oreron Pr. 6.06020 

Calif.-Pacific Utilities .... 

Carohha P: GL. occ cssees 

Central Hudson G. & E. ... 

Central TH, EB. & G, 2.4566 

Central Ill. Light 

Gentral TMs IP. Se oscsn css: 

Cent. Louisiana Elec. ...... 

Central Maine Power 

Central & South West 

Central Vermont P. S. 

Cincinnati G. & E. ........ 

Citizens Utilities 

Cleveland Elec. Illum. 

Colorado Cent. Power .... 

Columbus & S. O. E. 

Commonwealth Edison .... 


Rev. 
(Mill. ) 
$223 


25 
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Yield Period 


4.4% 
4.3 1.45 29 July 14.5 


PUPA MAPRANAUMUD RUOMNUMUE p 
Aue seuss 


Cur- Share Earnings*—— Price- 


rent Cur. ” In- 12 Mos. Earns. 
crease Ended Ratio 


$2.37** D6 Aug. 15.6 


168 NC June 13.7 
1.99 18 ~=<Aug. 17.6 
23 June 14.4 
20 July 11.0 
D3 June 18.3 
io June 14.0 
19 May 18.8 
July LV ae f 
Aug. 13:7 
15 June 15.5 
June 15:5 
Aug. 14.7 
June 14.8 
July 16.8 
Aug. 11.8 
June 16.1 
Aug. 16.7 

June 15.3 Aaa 

June 17.1 Baa 

June 15.1 Aaa 

June 16.0 _ 
July 14.6 A 
June 18.1 Aaa 
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1953 10/7/54 Cur- Share Earnings* 
Rev. ‘ Price rent Cur. % In- 12 Mos. 
(Mill.) (Continued) About Yield Period Ended 


June 


Community Pub. Service .. 23 4.3 
37 ; Dec. 


Concord Electric 

Connecticut L. & P. ....... 18 
Connecticut Power 40 
Consol. Edison 

Consol. Gas of Balt. ...... 
Consumers Power 


Delaware P&L. .....265% 
Detroit Edison 

Duke Power 

Duquesne Light 

Eastern Util. Assoc. ...... 
Edison Sault Elec. ....... 
Og) os 
Empire Dist. Elec. ....... 
Fitchburg G. & E. ........ 
Florida Power Corp. ...... 
gle Thy oy 2 Cee 
General Pub. Util. ........ 
Green Mt. Power 

Gulf States Util. ......... 
ee oe Oe 
Haverhill Elec. 

afc CY BS 2) a 
fionsatonic PS. .......6% 
Idaho Power 

Illinois Power 

Indianapolis P. & L. ...... 
Interstate Power 

Iowa Elec. L. & P. 
Iowa-Ill. G. & E. ......... 
Iowa Power & Light 

Iowa Pub. Service 

Iowa Southern Util. ...... 
Kansas Gty P.& L. ...... 
Kansas Gas & Elec. ....... 
ansas PF ae TA: cscs s 
Kentucky Utilities 

Lake Superior D. P. ...... 
Lawrence Electric 

Long Island Lighting 
Louisville G. & E. ........ 
bowen Pec Tb 24.4 ..25. 
Lynn G. & E. 

Madison G. & E. ......... 
Maine Public Service 
Michigan G. & E. ......... 
Middle South Util. ........ 
Minnesota P. & L. ........ 
miss, Valley P. S. ........ 
JOE SO 
Missouri Utilities 

Montana Power 

New England Elec. ....... 
New England G. & E...... 
New Orleans P. S. ....... 
Newport Electric 

N. Y. State EF. & G. ..... 
Niagara Mohawk Power .. 
Northern Ind. P. S. ....... 
Northern States Pr. ....... 
Northwestern P. S. ....... 
Ohio Edison 

Oklahoma G. & E. ........ 
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FINANCIAL NEWS AND COMMENT 


Divi- 
1953 10/7/54 Cur- Share Earnings*—— ice- dend Moody 
Rev. F iv. rent Cur. % In- 12 Mos. ss.  Pay- Bond 
(Mill.) (Continued) Yield Period crease Ended Rating 


Aug. é _ 

June 2 Aa 
May : Baa 
Aug. 

June 

July 

Aug. 

July 

June 

June 

Aug. 

Aug. 

June 

Aug. 


Otter Tail Power 

POCIne (GGl Be aK Sect ecics 
Ean ieee Sat 4 Or 
Penn Power & Light 

Penn. Water & Power .... 
Philadelphia Elec. ........ 
Portland Gen. Elec. ....... 
Potomac Piece. Pr: ........ 
Fup. serv: Of Colo, 26.25% 
IPOD SOPVi GEG. 6c. es aes 
Public Serv. of Ind. ....... 
Public Serv. of N. H....... 
Public Serv. of N. M. .... 
Puget Sound P.& L....... 
Rochester G. & E. ........ 
mocwiand 5. 6 Pe sick ccc 
St Josepnla GP. ke cco 
panier G:. & EB. ....6.. 
Sierra Pacihc Pr. ......... 
So. Calif. Edison 

So. Carolina E. & G. ...... 
Southern Colo. Pr. ....... 
Southern Company 

So. Indiana G. & E. ...... 
So. Nevada Power 
Southern Utah Power 
Southwestern E. S. ....... 
Southwestern P. S. ....... 
Tampa Electric 

Texas Utilities 

Toledo Edison 


WO 
i) 


>| >>>>] | | >| 
2 


2 


United Illuminating 

Upper Peninsula Pr. ...... 
Utah Power & Light 
Varga GP. .o60es60: 
Washington Water Pr. .... 
West Penn Elec. .......... 
West Penn Power 
Western Lt. & Tel. ........ 
Western Mass. Cos. ....... 
Wisconsin Elec. Pr. ....... 
Wisconsin P. @ 1, ...660 
Wisconsin Pub. Ser. ...... 


» 


D 


June 
Aug. 
July 
June 
July 
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Averages 


Foreign Companies 

American & Foreign Pr. .. $ .60 i $2.28 Mar. 
Bragiian trac. LP... 8 100° (Iz. 1.40 Dec. 
British Columbia Pr. ...... 1.00 , 1.47 Dec. 
Gatineau Power 1.20 ; 7 Dec. 
Mexican L. & P. 8 — = oa 
Quebec Power 8 1.20 ; 1.57 Dec. 
Shawinigan Water & Pr. .. 1.45 : 2.26 Dec. 


— 
MNOuiNn 
COW NT Ww 


PPrOrrrn 
SS 
oo 


B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. NC—No comparable figures available. *If additional com- 
mon shares have been recently offered, earnings are adjusted to give effect to the offering. Percentage change 
is in the net income available for common stock. Tax savings resulting from accelerated amortization of 
defense facilities are excluded (when separately reported). **Based on average number of shares. a—Also 
regular annual 3 per cent stock dividend which is included in the yield. b—Also 5 per cent stock dividend. 
c—Also 1/25 share of Northern Illinois Gas for each share of Commonwealth Edison. #—Also occasional 
stock dividends. t—Estimated. NA—Not available. 
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What Others Think 


A New Approach to Tax Valuation 


il the valuation of any complicated 
property, the appraiser may attack the 
problem at the maximum in two possible 
ways. He may make a summation of the 
presumed value of the individual parts 
which make up the whole. Alternatively, 
he may undertake a unit valuation which 
may involve both capitalization of income 
and comparative sales analysis. This lat- 
ter approach was especially emphasized in 
a recent address before the National As- 
sociation of Tax Administrators in Chi- 
cago. The speaker was James W. Martin, 
director of the bureau of business research 
in the University of Kentucky’s college of 
commerce. Professor Martin’s discussion 
dealt in particular with railroads in the 
light of a study which has recently been 
in progress in Kentucky. 

It is Martin’s feeling that most states, 
by exploiting the results of the Kentucky 
study, can improve their unit appraisals 
of the railroad operating property of class 
I earning carriers for taxation (a) by em- 
ploying more refined capitalization rates, 
varied to take account of the size of the 
unit to be valued; (b) by using three or 
more valid but independent measures of 
earnings to capitalize (railway operating 
revenue, net railway operating income, 
and net railway operating income plus in- 
come taxes); (c) by correcting net stock 
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and debt values for errors heretofore com- 
mitted because some road managements 
raised and others lowered security quota- 
tions by a typical capitalization practice 
and by exceptional dividend policy; and 
(d) by utilizing a more rational basis for 
weighting capitalized income as compared 
with stock and debt evidence of actual 
market value. 


(be method employed in the Kentucky 
statistical work, Martin explained, is 
a statistical attack designed to determine 
the relationship between three measures 
of earnings and total stock and debt ad- 
justed to exclude nonoperating property. 
This is the case because the appraiser as- 
sumes that on a market value basis (a) 
total assets are equal to total liabilities and 
(b) after finding total assets by securing 
quotations on liabilities (including pro- 
prietorship), the operating assets can be 
valued by deducting from that total the 
value of nonoperating property. The meth- 
od also assumes that the quotations of 
stock and debt for statistical purposes are 
fairly representative of the value of pro- 
prietorship and debt. He stated: 


As the valuation of nonoperating 
property of railroad companies presents 
a very difficult problem when one seeks 








to use the data statistically, the figures 
actually employed in the Kentucky study 
do not adjust total stock and debt to 
exclude nonoperating property. Rather, 
they are computed by adjusting the in- 
come figure to the total income avail- 
able for interest and dividend payments. 
This ratio should be about the same as 
the ratio of railway operating earnings 
to net stock and debt if railroad inves- 
tors, as seems probable, focus their at- 
tention in buying and selling securities 
on the railway business rather than the 
nonrailway business of rail corpora- 
tions. 


— of the inquiry along this 
line discloses unweighted average capi- 
talization rates for railroads if the 49 cor- 
porations for which Moody reports usable 
data are a fair sample, Martin continued. 
These averages are: for railway operating 
revenue, 61.5 per cent; for net railway op- 
erating income, 6.7 per cent; and for net 
railway operating income plus income 
taxes, 11.2 per cent. The “scatter” of the 
rates for individual corporations around 
the average is used as a measure of the 
reliability of each particular average. 
“According to this criterion,” he said, 
“capitalization of railway operating reve- 
nue is almost exactly as dependable as 
capitalization of net railway operating in- 
come. Capitalization of net railway oper- 
ating income plus income taxes gives a 
result slightly less reliable than either of 
the other two measures of earnings tested. 
Accordingly, the conclusion seems obvious 
that all three measures of earnings should 
be capitalized. A weighting of three each 
for capitalized railway operating revenue 
and net railway operating income and tzo 
for net railway operating income plus in- 
come taxes seems to be indicated.” 

But these averages do not tell the whole 
story, Martin said. A separate computa- 
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tion of capitalization rates for the 25 
largest railroads and for the 25 smallest 
(size being measured by volume of rail- 
way operating revenue) indicates a signifi- 
cant difference in capitalization rates de- 
pending on size. Accordingly, these size 
variations should be recognized as the 
three kinds of capitalized earnings figures 
are employed, together with a weighting 
according to the relative reliability of each 
separate capitalization rate. Martin ex- 
plained : 


Of course the earnings which are to 
be capitalized, however defined, are 
those estimated in each case to be the 
figure which best represents the long- 
range expectation. There is no invari- 
ably satisfactory uniform way of esti- 
mating such earnings for a railroad. But 
for statistical purposes some such fig- 
ures must be devised. Because investors 
often consider, in addition to the cur- 
rent-year earnings, also the averages for 
three years and for five years, an earn- 
ings figure has been computed for sta- 
tistical use from past experience. To ap- 
proximate an unweighted average of 
the three measures employed among se- 
curity market analysts, the Kentucky 
study has employed earnings for the cur- 
rent year, weighted three ; those for each 
of the immediately preceding two years, 
weighted two, and those for each of the 
first two years of the 5-year period 
(ended 1952), weighted one. For the 
stock and debt figures 1952 data were 
used, stock and bonds as quoted, and 
current and deferred liabilities as shown 
on the books. 


HE first method of adjustment mere- 
ly extends the existing practice of 
adding construction in progress and at 
least a part of new additions or of deduct- 
ing property retired, Martin stated. In the 
Kentucky procedure this is done cumula- 
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tively for the capitalized income of each 
year then the capital values are averaged. 
That this must be done on a book basis in 
the case of rapidly expanding plants is not 
disturbing, as book values represent near- 
current transactions. He acknowledged 
that the difficulty is greater in the instance 
of plants being retired and the logic less 
convincing because the book figures have 
only an accidental relationship to current 
values. 

An alternative or supplement to this 
plan, which is logically more defensible 
and practically more consistent with usual 
procedure, would involve adjusting the in- 
come each year by the fraction by which 
the book value of assets of the year ex- 
ceeded or fell short of the book value for 
the year just ended. 

Another alternative or ‘supplemental 
plan would involve an adjustment exactly 
like the second except that the quoted (and 
adjusted) value of stock and debt would 
be substituted for the book figures em- 
ployed in the adjustment. 

Neither of the three methods of adjust- 
ment is inappropriate when the expansions 
in principle are merely designed to main- 
tain the plant, Martin said. Probably an 
average of the three adjustments or of the 
last two would be the most defensible 
means of bringing the earnings date for 
each year to a basis comparable with the 
earnings rate at tax date—and at the same 
time securing the aid of income averaging. 


HE unit method of valuation requires 

the use of comparative sales analysis, 
if feasible, as a supplement to the capital- 
ization of income, Martin continued. To 
employ this comparative sales approach to 
the valuation of a railroad as an economic 
whole, that is, as a unit, one obtains quota- 
tions for each issue of securities, includ- 
ing equipment obligations, which are in the 
hands of owners outside the unit and mul- 
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tiplies the value of each stock or bond by 
the number (on a uniform basis) out- 
standing. As the market price of stock is 
presumed to reflect surplus, no separate 
account is taken of this item; but all cur- 
rent and deferred liabilities are added at 
book or current transaction value. The 
stock and debt are then totaled to secure a 
figure usually presumed to be as valuable 
as all assets. 

To bring this value figure into con- 
formity with the market value of property 
actually employed in the railroad business, 
the value of the property not so employed, 
of course, would have to be deducted. 
Usually, this property, being relatively 
small, can be appraised separately without 
great violence to the total when the non- 
operating property is subtracted. 

Heretofore, it has usually been assumed 
that the net stock and debt figure arrived 
at by the process just sketched constituted 
the desired evidence of value of all rail op- 
erating property. According to Martin, the 
Kentucky study involves an attempt to re- 
fine this technique by finding a way of tak- 
ing account of alleged distortions due (a) 
to capitalization structure and (b) to divi- 
dend policy. 


hype for the 49 railroads used in the 
Kentucky study were arrayed by the 
proportion of stock in the total of stock 
and debt and the averages of capitalization 
rates for railway operating revenue, net 
railway operating income, and net railway 
operating income plus income taxes, re- 
spectively, were computed for those hav- 
ing the lowest percentage of stock and for 
those having highest percentage of stock 
in their pattern of proprietorship and lia- 
bilities. 

The differences between the two 
semiaverages for each of the rates were 
divided by two to find the approximate 
variation from the general average upward 








or downward, as the case might be. The 
three figures were reduced to percentages 
of the averages and then algebraically av- 
eraged according to the weighting devel- 
oped previously to show the relative reli- 
ability of the capitalization rates for rail- 
way operating revenue, net railway oper- 
ating income, and net railway operating 
income plus income taxes, respectively. 


,. vm data for the 49 rail corporations 
have been arrayed in terms of the 
ratio of combined interest and dividend 
payments to the income available for such 
payments. In order to test the booming or 
depressing effects of high or low relative 
dividend distributions on security quota- 
tions, semiaverages were again computed 
and again averaged according to the same 
procedure employed to test the effect on 
quotations of under- or overuse of stock 
in the financing pattern. 

“In appraising the estimation of net 
stock and debt by including the two ad- 
justments,” Martin went on to say, “the 
critical tax assessor should keep in mind 
that what is wanted is a valuation of the 
assets as they would be most likely to be 
priced in an open market transaction. The 
valuation of the stock and debt is not an 
end but merely a means of getting at a rea- 
sonable estimate of the value of the prop- 
erties owned by the railroad corporation. 
Thus, according to the assumption under- 
lying the corrections, if a corporate man- 
agement has taken steps to depress quota- 
tions well below normal or to increase them 
to a level definitely above normal, there 
can be little doubt that the quoted figures 
fairly represent the equities of stockhold- 
ers and creditors in the taxpayer corpora- 
tion; there can be even less doubt that the 
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gross quotations fail directly to represent 
the free-market value of the assets owned 
by the taxpayer corporation.” 

Probably the valuation process can be 
further improved by an altered weighting, 
Martin said. “When the three methods of 
capitalizing earnings are employed, the re- 
sult of the income capitalization procedure 
will doubtless be more dependable evidence 
of market value than the stock and debt 
plan at best can provide. So perhaps a 
maximum weighting of stock and debt in 
comparison with income capitalization 
data should be 40 per cent for the former 
against 60 per cent for the latter.” 


UT in many cases, he stated, one or 
both of two crudities in stock and debt 
totals should lead to a weighting of less 
than 40 per cent of the total: (a) Quota- 
tions are incomplete for some or all classes 
of bonds, or (b) the adjustment for non- 
operating property is so substantial or in- 
volves such inaccurate valuations of the 
amount deducted that what is left is only 
arithmetically correct. Thus, in some cases, 
for one or both of these reasons, the 
weighting should be no more than 20 per 
cent of the total. If in respect of both 
quotations and of the amount of nonoper- 
ating property the particular railroad pre- 
sents substantial difficulty in the actual use 
of stock and debt data, perhaps earnings 
capitalization should be employed alone. 
Martin noted, in conclusion, that none 
of the findings in the Kentucky research 
removes the perennial need for the skill of 
the professional appraiser in valuing rail 
properties for ad valorem taxation. At 
best, he said, the new findings give such 
appraisers refined tools not heretofore 
equally available. 
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PUBLIC UTILITIES FORTNIGHTLY 
Transit Officials Meet in Pittsburgh 


_ seventy-third annual convention 
of the American Transit Association 
was held in an atmosphere of optimism, 
despite keen awareness of the many ob- 
stacles facing the industry today. There 
seemed to be a general feeling that the 
obstacles are not insurmountable and that 
the key to many of the industry’s woes lies 
in civic spirit. Donald C. Hyde, the new 
president of ATA, told 1,200 U. S. and 
Canadian transit officials attending the 
Pittsburgh convention that the industry is 
a long way from “throwing in the towel.” 

“All of us have become keenly aware of 
the community spirit that prevails in Pitts- 
burgh which has become nationally and 
favorably known for the renaissance 
which it has achieved through citizen co- 
operation. There, in my humble opinion, 
is the key to our own industry’s problems 
—community co-operation.” Hyde, gen- 
eral manager of the Cleveland Transit 
System and the first municipal official to 
head ATA, told the convention that while 
traffic congestion has hurt transportation 
and many other businesses, at least it serves 
to accentuate the importance of public 
transportation. 

“More and more public officials, news- 
papermen, city planners, and business lead- 
ers are recognizing that public transporta- 
tion is downtown’s most gleaming 
diamond,” Hyde said. He called on his fel- 
low officials to show community leaders 
the folly of trying to move and park 
vehicles instead of moving people. “The 
conclusion is inevitable,” he pointed out, 
“that we cannot have a metropolitan area 
based on the private motor vehicle as its 
primary source of transportation. This is 
both wasteful and harmful. Public trans- 
portation needs, deserves, and should be 
accorded first call on the use of downtown 
streets as the basic means of transportation 
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for the greatest good of the greatest num- 
ber.” 


payee with community co-operation 
and greater recognition of the im- 
portance of public transportation, Hyde 
said transit companies must move forward 
in three fields: improving service, further 
reducing costs, and merchandising public 
transportation. Like other competitive 
businesses, he said, the product or service 
must be improved to survive. “Model T 
era transit cannot prosper against the com- 
petition of 1955 automobiles,” he warned. 

Glen R. Bedenkapp of the New York 
Public Service Commission summarized 
some of the findings of Governor Dewey’s 
Transit Study Committee, of which he was 
chairman. Generalizing on certain factors 
in the present situation, Bedenkapp said 
the committee concluded: (1) that the 
continuance of a solvent, privately owned 
transit industry is intimately related to the 
public interest; (2) that the problems fac- 
ing the industry are so complex that they 
are not susceptible to solution by any single 
or simple formula; (3) that, due to the 
complexity of government, its contacts 
with industry at different levels, and the 
important rdle played in the situation by 
local self-government, there is no single 
level of government which presently exer- 
cises sufficient control to effect a solution; 
(4) that, while government may aid in 
various ways, management, labor, and the 
public must co-operate in any adequate 
solution. 

Admittedly, such generalizations do lit- 
tle more than set the stage for an intel- 
ligent consideration of the basic problem, 
Bedenkapp said, but it does tend to clear 
away a mass of débris which has served 
only to confuse the issues. Like Hyde, 
Bedenkapp sees “a few gleams of sunshine 
through the prevalent gloom” in the shape 








l- 





of a growing awareness on the part of state 
officials, newspapers, and local citizen 
groups of conditions affecting the indus- 
try. “When that knowledge of existing 
conditions has seeped down to the mass of 
people who have the greatest stake in the 
survival of a necessary private industry, 
measurable progress will have been made 
toward lightening the burdens of state and 
local taxation and clearing city streets of 
their present, almost unsupportable con- 
gestion,” Bedenkapp declared. 


HE transit industry should let no op- 

portunity pass to present its problems 
to the public at the “grass-roots” level, 
Bedenkapp said. “Within the confines of 
every city are numerous business and social 
clubs . . . constantly in search of interesting 
and instructive speakers,” he noted. “They 
offer a rare opportunity to present to the 
public . . . the problems of the industry, 
the needs of the local bus company, and 
the costly effects upon the entire economy 
of the city of traffic strangulation. Here, 
perhaps even more than in city councils 
and legislative halls are the places where 
real progress can be made in shaping pub- 
lic opinion and influencing public officials 
to perform acts necessary to the well-be- 
ing both of the bus company and the riding 
public.” Bedenkapp observed : 


Elective officials develop a very keen 
and sensitive ear for the expressed 
wishes of their constituents. The public 
utility has always been the popular 
choice for the harsh ministrations of the 
tax gatherer. Yet how many bus riders 
realize that these local imposts come di- 
rectly from their pockets and that a fare 
increase might be avoided save for the 
special and often onerous burdens im- 
posed upon bus companies for the privi- 
lege of doing business. 


The real point where any practical, ex- 
tensive, and effective control of traffic con- 
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gestion must begin is in the aroused public 
sentiment of the thousands of riders who 
must rely upon the bus company for trans- 
portation, Bedenkapp stated. “The as- 
sumption by the local bus company of its 
own rightful duty to conduct a campaign 
of education and to implement an effective 
program looking toward this desired result 
can open the door of opportunity and 
arouse the hope that this peril to its con- 
tinued existence has been diminished or 
substantially eliminated.” 


HE addresses before the convention 

indicated that a variety of ap- 
proaches to transit difficulties are being 
used throughout the country. The “Buffalo 
plan” was described by Roswell F. Thoma, 
president of Niagara Frontier Transit 
System, Inc. The plan, forwarded to the 
Buffalo common council last month, calls 
for submerged streets in the strangled 
heart of the city for use as an underground 
mass transit artery. The estimated cost, 
$10,000,000, would be paid by the city. 
Along with speeding the movement of 
busses, the underground system calls for 
landscaped pedestrian malls on the surface 
that would beautify five blocks in the heart 
of Buffalo. 

Thoma, a Buffalo banker who took over 
the city transit system in a reorganization 
four years ago, also told how Buffalo be- 
came one of the first cities to convert com- 
pletely from trolley to busses. Under his 
direction, the system acquired not only a 
“new look” but a net profit ranging from 
$309,000 to $731,000. 

Another proposal for aiding mass 
transit was that of a New York con- 
sulting engineer to use motor vehicle 
funds for building mass transportation 
facilities. Walter S. Douglas said the 
motorist is now in a “mess” because the 
highway and allied facilities cannot meet 
peak demands. “It may be much cheaper,” 
Douglas noted, “for the motorist to par- 
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ticipate in the creation and operation of a 
modern mass transit system to meet the 
peak, than to invest in vast highway 
capacity that will be used only for short 
periods of the day.”’ Whether the motorist 
pays for more highways and bridges and 
parking, or for mass rapid transit, he is 
simply paying for the privilege of moving 
without congestion and arriving at a point 
of convenience, Douglas said. 


> heme C. Bane, president of the St. 
Louis Public Service Company, told 
transit officials of the many innovations 
introduced in St. Louis to “glamorize”’ 
service. These include “Ride Home Free” 
plans, with merchants sharing the cost of 
the ride; installation of 10 express bus 
routes ; five direct lines to the Civic Opera; 
special busses for night,- week-end, and 
holiday baseball games of the St. Louis 
Cardinals. Under a “park-ride” plan, 1,- 
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000 spaces in the Civic Opera lot, five 
miles from downtown, are provided mo- 
torists. They can park and continue on to 
town by bus in seventeen minutes on a 5- 
minute schedule. 

George Ihnat, of the Cleveland Transit 
System, told how Cleveland had scored 
with “park-ride” lots providing 3,900 
spaces within a mile of downtown. Both 
the free public lot and the private lot (25 
cents) are well patronized, with a 10-cent 
shuttle fare..A similar plan was put into 
effect last month in Washington, D. C., by 
the Capital Transit Company. St. Louis is 
planning shopper express, downtown shut- 
tle, club bus pools, and special park-and- 
ride services. The important thing in mass 
transit, said Baine, is to have a “glamour 
gimmick” ready to pull out of the hat when 
the time is right—and to keep them com- 
ing. This will provide “continuing evi- 
dence of our vitality,” he said. 




































<4 ... problem of waste is complex. No one ever spends a dime 
to recover a penny, nor should he. So some waste is inevi- 
table. And it doesn’t make any sense to hoard materials because you 
think they may be scarcer tomorrow. You may just turn out to be 
foolish. If our ancestors, who lived by lamp light, had hoarded their 
whale oil to give to us, their great-great-grandchildren, we'd hardly 
give them civil thanks for their gift. We need it no longer, for we 
live by kilowatts of electricity that come from coal or petroleum, or 
from falling water. But still, even though we should not be misers, 
we must be prudent. In the past, we’ve left too much coal in our 
mines—about 50 per cent of it—and in some mines you can never 
go back to get it out. Some of that is bad waste. We are steadily get- 
ting better, though, on the amount of oil we leave behind when we 
finish with an oil field, but we must do better still. We don’t have a 
good record on natural gas: We’ve burned off too much of it in the 
fields where it’s produced—‘flaring,’ that’s called—because once we 
didn’t know how to do anything better. Even a few years ago we 
wasted enough natural gas to do all the heating and cooking for 
eleven MILLION homes. Why? You may find it hard to believe, 
but it was because the gas was so cheap. It was so cheap that it didn’t 
pay anyone to lay the pipes and do the pumping to bring it to the 
markets where it could be burned usefully. Now that gas costs more, 
we waste it less. The older we grow, the more we must learn to use, 
and the less we should have to discard.” 
—Howarp Coonley, 
Vice president, Research Corporation. 
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The March of 
Events 


AGA Convention 
_. nation’s gas utility and pipeline in- 
dustry will spend more than $3,500,- 
000 in the next four years for construction 
and expansion with 90 per cent of the ex- 
penditures going into natural gas systems. 

This record expansion program was 
outlined recently by Earl H. Eacker, re- 
tiring president of the American Gas As- 
sociation and also president of the Boston 
Consolidated Gas Company, at the annual 
convention of the industry in Atlantic 
City, attended by nearly 5,000 delegates 
from every state in the nation and prov- 
inces in Canada. 

F. Marion Banks, president and gen- 
eral manager of the Southern California 
Gas Company of Los Angeles, was 
elected president of the association for 
the next year. A graduate of the Mas- 
sachusetts Institute of Technology, Mr. 
Banks joined the West coast utility in 
1922 as a sales superintendent. 

Dean H. Mitchell, president of the 
Northern Indiana Public Service Com- 
pany, was elected first vice president, and 
Clare H. Zachry, president of the South- 
ern Union Gas Company, Dallas, was 
named second vice president. Vincent T. 
Miles, treasurer of the Long Island Light- 
ing Company, was elected treasurer of the 
association. 
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“Natural gas will be brought into new 
territories, including the Pacific North- 
west,” Mr. Eacker told the gathering. “The 
discovery of great new Canadian gas re- 
serves, and the expectation that these re- 
serves will soon be piped to Canadian in- 
dustrial centers, paves the way for a spec- 
tacular development of the Canadian gas 
industry.” 

The atmosphere at the gas convention, 
on the whole, seemed to be one of sales 
consciousness and sensitivity to the im- 
portance of load building. One of the 
most noteworthy addresses was a warning 
from Sheldon Coleman, president of the 
Gas Appliance Manufacturers Associa- 
tion, that the electric utility industry 
would soon be promoting the heat pump 
to capture the winter heating market as a 
load balancer for summer air condition- 
ing. To counter this “threat” to the gas- 
heating load, Coleman suggested imme- 
diate and intensive research to develop an 
“all gas heat pump that cools in summer, 
heats in winter, and uses gas to give the 
extra winter heat needed in most areas.” 

A panel discussion on depreciation re- 
quirements of the new Internal Revenue 
Act also attracted unusual interest. 

Kenneth S. Adams, chairman of 
Phillips Petroleum Company, warned that 
federal regulation of gas production un- 
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der the court’s mandate means “less gas 
at higher prices.” Adams said that the 
matter of supply is much more important 
than the small amount paid the gas pro- 
ducer, which averages less than 10 per 
cent of the domestic consumer’s bill. He 
said there was nothing “arbitrary or vin- 
dictive about the refusal of producers to 
make sales under federal regulation,” but 
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simply- an exercise of business judgment 
in avoiding a market in which they have 
no idea what price they will receive. 
John F. Merriam, president of North- 
ern Natural Gas Company and the Inde- 
pendent Natural Gas Association of 
America, stressed “teamwork” (between 
producers, pipelines, and distributors) in 
solving Phillips decision problems. 


Alabama 


Municipal Natural Gas System 


i ssnenpte the way for an immediate 
start of construction in southeastern 
Alabama of what is described as the larg- 
est municipal natural gas system in the 
United States, a $19,500,000 revenue 


Applies for Rate Boost 


ieee Potomac Electric Power Compa- 
ny recently filed an application for a 
general rate increase with the District of 
Columbia Public Utilities Commission and 
similar agencies in Maryland and Virginia. 

A company spokesman said the higher 
rates are designed to increase the com- 
pany’s annual net income by about $2,591,- 
000. On the basis of anticipated 1954 
revenues, the system-wide application of 


& 
District of Columbia 
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bond issue was sold by the Southeast Ala- 
bama Gas District early this month to an 
investment banking syndicate composed 
of B. J. Van Ingen & Co., Inc., New York; 
John Nuveen & Co., Chicago; and Equi- 
table Securities Corporation, Nashville. 


the proposed new rates would produce an 
annual increase in revenues of $5,785,000, 
or 11.3 per cent, which, he estimated, 
would produce the necessary $2,591,000 
increase in annual net income. 

The company was also said to be seek- 
ing the termination of the modified slid- 
ing-scale plan, which has been in effect 
since 1948, and which “has failed to ac- 
complish its purpose.” 

The company said it was asking a re- 
turn of 64 per cent on the system rate base. 


Nebraska 


Commission Powers Broadened 


a by the Nebraska attorney gen- 
eral’s office last month held that the 
state railway commission has authority to 
regulate rates of rural electric membership 
associations. 
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The opinion pointed out, however, that 
the rates of public power districts, rural 
power districts, and electric co-operative 
associations appear to be exempt from rail- 
way commission jurisdiction. 

As a result of the ruling, the commis- 
sion said it would look into the case of four 











Arthur county ranchers whose electricity 
was cut off during a rate dispute with the 
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Panhandle Rural Electric Membership As- 
sociation of Alliance. 


Pennsylvania 


Gas Rates Revised 
. | ‘HE Peoples Natural Gas Company, 


complying with a state public utility 
commission order issued September 27th, 
has redesigned its gas rates to provide less 
than half the additional revenue the com- 
pany applied for in September, 1953. 
Subject to commission approval, the 
newly revised rate schedule, retroactive to 
October Ist, will mean an increase of under 
6 per cent in gas rates for the over 230,000 
customers served by Peoples in 13 west- 
ern Pennsylvania counties. 


Of the $5,374,042 additional revenue 


the company had asked for in September, 
1953, to cover the increased costs of whole- 
sale gas, labor, and operations, the com- 
mission granted $2,530,714 after exten- 
sive hearings extending over a 13-month 
period. 

Because of developments since the com- 
mission made its order, the new schedule 
of rates Peoples has submitted to the com- 
mission reflects a rate decrease anticipated 
in gas purchased from Hope Natural Gas 
Company and further reduces the increase 
in the company’s allowable revenue by 
$235,074 to a new total of $2,295,640. 


ce) 
Washington 


Court Rules against State 
Power Unit 


HE Washington State Power Com- 

mission does not have the authority 
now to build the proposed Priest Rapids 
dam, Judge Robert T. Hunter ruled in 
superior court at Ephrata last month. 

The judge made the ruling in continuing 
a temporary injunction restraining the 
commission from interfering with plans of 
the Grant County Public Utility District 
to construct a dam costing between $350,- 
000,000 and $400,000,000 across the Co- 
lumbia river, 30 miles east of Yakima. 

The court action was on a show-cause 
order as to whether the injunction should 
be continued pending a hearing on the 
merits of the case. 

Both the commission and PUD are seek- 
ing a permit to build the dam. The PUD 
obtained the temporary injunction against 
the state agency. 


Utility Offers to Buy PUD 
Properties 


_—_ Washington Water Power Com- 
pany recently offered to buy proper- 
ties of the Stevens County Public Utility 
District for more than $2,000,000, ac- 
cording to a letter to the public utility 
district from Kinsey M. Robinson, presi- 
dent of Washington Water Power. The 
chairman of the utility district board said 
the proposal would be studied. 

Mr. Robinson said the company wants 
to build a 230,000-volt transmission line 
across Stevens county, but is reluctant to 
do so in view of a pending condemnation 
suit. 

He said sale of the property “would 
relieve the district of financial obligations, 
reduce the cost of service for its more than 
2,000 customers, and provide Stevens 
county with increased tax revenues.” 
OCTOBER 28, 1954 









Progress of Regulation 


High Debt Ratio Disapproved in Rate Case Involving 
Examination of Cost of Capital 


HE Connecticut commission, in au- 

thorizing increased electric rates, re- 
jected an argument that it would be to the 
best interest of the company and its cus- 
tomers to maintain a high proportion of 
total debt compared with equity capital 
and surplus. Sound financing, said the 
commission, required that the company’s 
capitalization be more flexible than a high 
debt ratio would permit, despite the tem- 
porary tax advantage which would result 
from a high ratio. 

The debt ratio had increased from 48.5 
per cent in 1950 to 58.5 per cent, including 
bank loans, in 1953; and by 1954, after the 
company incurred additional bank borrow- 
ings of some $5,500,000, the debt ratio, 
including bank loans, would be 62 per cent. 
The company proposed to reduce this debt 
ratio in 1955 to 47 per cent. 

A return of 5.8 per cent was allowed. 
The company had contended that it should 
earn 6.25 per cent in order to assure suc- 
cess of financing. The commission, in de- 
scribing the cost of money, said: 


The total annual cost of outstanding 
long-term debt capital, including con- 
version serial notes, is 2.98 per cent. 
With this calculation we are in agree- 
ment. Witness would assign a rate of 
3.25 per cent as a reasonable cost of 
prospective debt capital and arrive at a 
figure of 3.05 per cent for the composite 
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annual cost of present and prospective 
debt capital. 

The company has been rated Triple 
A by the rating services on all of its out- 
standing issues and generally has en- 
joyed a good credit rating. The present 
market for bond money is vigorous and 
Triple A companies generally are suc- 
cessful in marketing new bond issues at 
rates lower than 3.25 per cent. Never- 
theless, this company is relatively small 
compared with the ten or eleven gen- 
erally recognized Triple A_ utilities. 
Moreover, it has a high debt ratio and 
relatively low coverage for its bond in- 
terest. 

For example, coverage for nine 
Triple A companies cited by company’s 
witness averages 5.3 times and for 
Double A companies averages 4.1 times. 
This company earned its total interest 
charges in 1953 3.1 times, while it claims 
that in 1954 it will earn total interest 
charges 2.6 times without rate relief. 

We feel that it is impossible to assess 
these various factors with sufficient ac- 
curacy, however, to fix a definite single 
value for future debt capital and be- 
cause of the unpredictable nature of the 
future bond market assume that the cost 
for future borrowings will be about 3.25 
per cent, on which basis the composite 
interest rate on already outstanding 
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long-term debt and new bonds will be 
about 3.05 per cent. 


A company witness had emphasized the 
relatively small size of the company and 
‘he fact that earned surplus account was 
equivalent to only 1.4 per cent of the an- 
nual requirement for dividends on com- 
mon stock, while the average for the en- 
tire electric utility industry was 2.75 per 
cent and for the ten other Triple A com- 
panies was 3.5 per cent. 

The commission pointed out that despite 
this unfavorable picture, it was undeniable 
that the company’s shares had enjoyed a 
low earnings-price ratio for many years 
and even at the time of issuance of the 
commission’s finding the price of the com- 
pany’s shares had reached a point where 
they were selling to yield approximately 5 
per cent. To what extent the market was 
discounting the effect of the commission’s 


consideration of the request for higher 
rates was difficult to estimate. The com- 
mission continued : 


After considering these various in- 
tangible factors, both favorable and un- 
favorable, we feel that an estimate of 
5.5 per cent is reasonable for the divi- 
dend market price ratio of the compa- 
ny’s shares. Assuming a pay-out of 80 
per cent, which is higher than urged by 
the company but substantially below the 
company’s actual experience for some 
years, and assuming a provision for cost 
of financing and underpricing of 15 per 
cent, a fair measure for the rate at 
which the company could be expected 
to earn on the common equity proportion 
of its rate base should not exceed 8.1 
per cent. 


Re Connecticut Power Co. Docket No. 
8972, August 18, 1954. 


Inflation Recognized in Rate Fixing 


A TELEPHONE company’s application 
for approval of intrastate rate in- 
creases totaling approximately $4,500,- 
000 per year was rejected and changes in 
rates or new schedules sufficient to pro- 
duce additional revenues of about $1,- 
500,000 were approved by the District of 
Columbia commission. 


Allowance for Inflation in Rate Base 


The principal issue in the proceeding 
was the allowable rate of return. The com- 
pany claimed that the return allowance 
should include some compensation for the 
effect of past inflation upon investors. 
Several of the company’s witnesses indi- 
cated that the decline in purchasing power 
required “that the rate base be re-ex- 
pressed in terms of the current value of 
the dollars originally invested in the 
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company’s plant.” The company did not 
object to the continued use of the aver- 
age net investment rate base. 


Adjustment in Depreciation Accrual 


zn proposal by some of the wit- 
nesses was that an adjustment 
should be made to the expense item for 
depreciation accrual to convert the return 
of capital into an amount in dollars equal 
in purchasing power to that of the dollars 
originally invested. This would not, they 
said, require an actual revision in the ac- 
counts but rather a recalculation of ex- 
penses in the rate-making process. This 
proposal was not pressed by the company. 

The company’s position was described 
by the commission in these words: 


Indeed it takes the position that the 
OCTOBER 28, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


rate of return requested by it repre- 
sents the true cost of money to it and 
is required without regard to any ad- 
justment for past inflation. Its position 
therefore seems to resolve itself into a 
contention that the “equity” arising 
from past inflation should be treated as 
a kind of liquid cement, without inde- 
pendent shape, but capable of filling any 
fissures which might develop in the 
structure of the remainder of its case. 


Two practical considerations were 
pointed to as reasons why the commission 
either could not or should not be con- 
cerned over the effect of past inflation. 
The first was that it was impossible to 
differentiate between holders of stock who 
bought with “nondepreciated” dollars and 
those who bought with “depreciated”’ dol- 
lars. The second was that if the company’s 
statement that investors buy its parent’s 
stock in anticipation of the $9 annual divi- 
dend consistently paid on its shares may 
be relied on, then there can be no claim 
of unfairness since this expectancy had 
been fulfilled. 


Inflation an Intangible 


The commission’s conclusion on the in- 
flation allowance did not differ greatly 
from that contended for by the company. 


e 


The District of Columbia commission said: 


. . . the consideration to which this 
contention would be entitled would be 
in the nature of one of many intangibles 
affecting the choice of rates within the 
reasonable range set by the factors 
more relevant to the determination. 
Since we are resolved, in accordance 
with what we regard as sound regula- 
tory practice, not to limit the company 
to a minimum nonconfiscatory rate but 
to allow it a return which fairly bal- 
ances the interests of the investors with 
those of the consumers in the light of 
the quality of the service rendered, any 
such intangible consideration will be 
amply afforded. 


Return Allowance above Cost of Money 


The return allowed was 6.25 per cent 
even though “on strict cost-of-money con- 
siderations” a 6.1 per cent return would 


be proper. The additional allowance was 
to make up for past deficiencies in the 
company’s net return and as a cushion 
against the reoccurrence in the future of 
the contingencies which caused the past 
deficiencies. Re Chesapeake & Potomac 
Teleph. Co. PUC No. 1812/56, Formal 
Case No. 430, Order No. 4096, July 29, 
1954. 


Company May Serve in Co-operative Area 


HE North Dakota commission decided 
that an electric company could law- 
fully serve customers located adjacent to 
the community which it was certificated 
to serve, but served only by a co-operative. 
A co-operative had objected that construc- 
tion of the distribution lines by the com- 
pany had unreasonably interfered with 
the co-operative system. 
Two claims were advanced by the co- 
operative. The first was that the company 
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had entered into an agreement with it as to 
which areas in the vicinity each was to 
serve. The commission noted that the en- 
forcement of contractual rights and obli- 
gations of parties was a judicial matter 
for the courts. 

The second claim was that the extension 
by the company was unlawful. Comment- 
ing that it had previously held that a co- 
operative was not a public utility because 
it could furnish electric service only to 
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members but that membership was no 
longer required as a prerequisite to serv- 
ice, the commission suggested that it might 
be necessary at a later date to re-examine 
the status of the co-operative. The com- 
mission explained : 


Competition between two companies 
rendering electric service in the same 
area is wasteful. This is well illustrated 
in the instant record where there is evi- 
dence that both companies have been 
guilty of extending their lines to serve 
a new customer before learning which 
service the customer preferred. .. . This 
commission needs jurisdiction alike over 
such competitors to effectively control 
such competition in an equitable man- 
ner to prevent waste. 


The commission was of the opinion that 
no public utility had ever been required 
to confine its distribution system to the 
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corporate limits of the city which it was 
certificated to serve. Since the commission 
had no jurisdiction over the area served 
by the co-operative, it could not regulate 
the extension of their facilities into fringe 
areas. 

Both types of electric service organi- 
zations were legally entitled to render 
service in the area and each one had law- 
fully commenced operations. 

The commission also stated that where 
two sellers of electric service are lawfully 
operating in the same district, have ap- 
proximately equal facilities, and both are 
ready, willing, and able to serve, the pref- 
erence of the customers will be given con- 
sideration. Therefore, the company had 
not been guilty of rendering unlawful 
service to those customers who had indi- 
cated a preference to be served by it. Re 
Williams Electric Co-operative, Inc. Case 
No. 5097, July 10, 1954. 


Residents Need Not Obtain Co-operative Telephone Service 


—— of an area claimed by a co- 
operative telephone company were 
permitted by the Indiana commission to 
obtain service from any telephone com- 
pany serving adjacent areas if such com- 
pany is willing to construct and maintain 
lines and render service to them, of the 
kind and quality desired by them, at prop- 
er rates. 

These residents did not want to take 
co-operative telephone service because it 
was necessary for each subscriber to pur- 
chase a share in the co-operative and to 
build and maintain their own lines into 
the switchboard. 

The commission said : 


The evidence in this case, as in many 
cases of a similar nature, in Indiana, 
involving switcher lines which are to be 
constructed and maintained by the sub- 
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scribers, reveals that the changes in 
ownership and other circumstances 
which delay the repair and maintenance 
of switcher line result in a very low 
quality of service in many instances, 
and at times, in no service at all, by 
reason of all of those subscribers re- 
ceiving service on a line being unable 
to agree on a time and place to con- 
struct and maintain said lines in such 
a condition as to receive for all of the 
subscribers on the line, a fair grade of 
service from the company rendering the 
switching service. 


The commission also recognized that 
the use of the telephone in our present- 
day living has ceased to be an instrument 
for social enjoyment only but has become 
a necessity affecting employment, busi- 
ness, farming interests, and earning of a 
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livelihood by many who live distances 
from their employment. Use of a tele- 
phone by farmers in modern-day opera- 
tion, said the commission, has increased 
to the point that a telephone is a necessity 
in many of the operations. The commis- 
sion added : 


While the commission recognizes the 
spirit of co-operation of the operators 
of the Fincastle Co-operative Telephone 
Company furnishing service to them- 
selves, where the subscribers construct 
and maintain their own line and pur- 
chase a share of stock in the co-opera- 
tive, the commission cannot close its 
eyes to the fact that as in the area de- 
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scribed in the petition, the needs of cer- 
tain people for a higher grade of tele- 
phone service or a different type of tele- 
phone service than that rendered by the 
co-operative, might not only be desir- 
able, but be a necessity. Neither can the 
commission deny to those people, who 
do not desire to become a member of a 
co-operative, and construct and main- 
tain their own lines, the right to tele- 
phone service, if the same is available 
from a company willing to build and 
maintain the lines and render service to 
those people. 


O’Hair v. Fincastle Co-op. Teleph. Co. 
No. 25204, August 19, 1954. 


Commission Refuses to Authorize Territorial Invasion until 
Dereliction Shown 


— plans of two rival natural 
gas companies located in the same gen- 
eral area resulted in the filing of separate 
applications with the Missouri commission 
for authority to serve in new or uncer- 
tificated territory. One applicant, Gas 
Service Company, also asked for authority 
to serve an area certificated to the other, 
Central West Utility Company, many 
years before. Both companies had author- 
ity to provide, and were providing, serv- 
ice in their respective defined areas, which 
were contiguous to the territory involved 
in the applications. 

The commission realized the urgent need 
for gas service in part of the uncertificated 
territory and awarded the certificate to 
Gas Service. Central West, it was felt, 
did not presently have a dependable sup- 
ply with which to expand into and serve 
the new territory. 

The commission next considered Gas 
Service’s application for permission to 
serve part of Central West’s certificated 
territory. Gas Service had argued that 
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the other company was serving only a por- 
tion of that area. 

The commission said it would not hesi- 
tate to grant identical authority to a util- 
ity to serve in the territory of another if 
the existing utility had been unduly and 
persistently remiss or derelict in discharg- 
ing its duties. Unless dereliction was 
shown, due process of law would not be 
met. It was undisputed that the certificated 
company was furnishing adequate service 
to a portion of its area. The fact that only 
part of the area was being served did not 
indicate a wilful dereliction of duty war- 
ranting the proposed invasion. 

Commenting on the position taken by 
the certificated company’s management, 
that it would be willing to extend service 
further into the certificated area as soon 
as demands made it economically feasible, 
the commission said : 


This pretty well expresses the com- 
mon conception of the duty of utilities 
respecting “blanket authority.” Too 
much reliance upon that concept may 
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invite abuses to the detriment of the 
public interest, still, none the less, it is 
within our regulatory power by order, 
after a hearing on due notice to the util- 
ity, to require it to furnish adequate 
service to meet unsatisfied needs in its 
certificated territory when it is economi- 
cally feasible to do so. Disobedience of 
such an order by the utility could re- 
sult in an invasion of its territory, for 
if the utility is unwilling to obey such 
an order neither this commission nor 
the courts should protect it in its at- 
tempt to reserve a certain area unto it- 
self. Missouri ex rel. Kansas City Pow- 
er & L. Co. v. Missouri Pub. Service 
Commission (1934) 335 Mo 1248, 8 
PUR NS 192, 76 SW2d 343. On the 


other hand a utility desiring our au- 
thorization to serve in the certificated 
area of another, and against its will, 
must make a like showing of derelic- 
tion on the part of the certificated util- 
ity and this was not done in this case. 


The commission, although refusing to 
authorize service by the Gas Service Com- 
pany in Central West’s territory until a 
showing of wilful dereliction, granted Gas 
Service authorization to construct a pipe- 
line through the area in order to most ex- 
peditiously and economically serve future 
customers in the new area it had been au- 
thorized to serve. Re Central West Utility 
Co. et al. Case Nos. 12,354, 12,415, 
12,419, July 14, 1954. 


Other Important Rulings 


Income Taxes. The California commis- 
sion held that it is bound by the rule laid 
down by the Supreme Court of the United 
States that income taxes, both state and 
federal, are a proper charge to operating 
expenses for rate-making purposes. Re 
Southern California Water Co. Applica- 
tion No. 34191, Decision No. 50442, 
August 17, 1954. 


Rate Concession to Government. A re- 
duced rate to the federal government for 
transporting gasoline to an Air Force base 
was held by the Louisiana supreme court 
not to constitute unlawful discrimination 
where the property shipped was essential 
to the defense program and there was no 
element of competition between the gov- 
ernment and commercial shippers. Kansas 
City Southern R. Co. v. Louisiana Pub. 
Service Commission (1954) 73 So2d 188. 


Equalization of Interstate and Intra- 
state Rates. The supreme court of Mon- 
tana held that the state commission may 


not grant an automatic increase in intra- 
state railroad freight rates simply because 
the Interstate Commerce Commission has 
granted a raise in interstate rates, but the 
rate case must be fully developed, and cost 
must be found, as best it may, before 
reasonableness of local rates can be deter- 
mined. Montana Citizens Freight Rate 
Asso. v. Montana Board of Railroad 
Commrs. 271 P2d 1024. 


Air Freight Forwarder Regulation. 
The United States court of appeals af- 
firmed a Civil Aeronautics Board order 
directing a flower shipping corporation to 
submit itself to special regulations for air 
freight forwarders where the evidence 
supported the board’s finding that the 
corporation’s business was of a public na- 
ture and that the corporation was engaged 
indirectly and remotely in air transporta- 
tion. Consolidated Flower Shipments, Inc. 
v. Civil Aeronautics Board, 213 F2d 814. 


Parity of Rates Principle. The Wash- 
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ington commission, in considering pro- 
posed rates for liquid asphalt shipments 
in rail tank cars, noted that it had previ- 
ously agreed withthe Interstate Commerce 
Commission in recognizing and approv- 
ing the principle of parity of rates for 
service between intrastate points of equal 
distance as interstate points in the same 
area. Washington Pub. Service Commis- 
sion v. North Pacific Coast Freight Bu- 
reau, Cause No. T-8969, August 12, 1954. 


Substitution of Pumping Equipment. 
The New Jersey board refused to make 
provision in a water company’s rate base 
for the substitution of electric pumping 
equipment for present steam pumping fa- 
cilities, even though such substitution 
might have lowered the company’s oper- 
ating expenses, where the present facili- 





ties had a further useful life and service 
capacity. Re People’s Water Co. Docket 
No. 7848, June 16, 1954. 


Rate Base. The Indiana commission, in 
fixing rates yielding a 5.69 per cent re- 
turn for a telephone company, valued all 
property actually used and useful for the 
public convenience at its current fair cash 
value. Re New Lisbon Teleph. Co. No. 
25201, July 8, 1954. 


Rate Increase Reasonable. A telephone 
rate increase which would produce a re- 
turn of 5.97 per cent on the present fa- 
cilities and 5.71 per cent after conversion 
to dial operation was considered reason- 
able by the Minnesota commission. Re 
Valley Teleph. Co. M-3665, August 3, 
1954. 
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Re New York Telephone Company 


Case 16548 
August 5, 1954 


PPLICATION by telephone company for authority to increase 
l \ rates and cross petition by hotel associations for certain re- 
lief; both denied. 


Expenses, § 87 — Payments to parent company — License contract. 
1. Payments made by a telephone company to its parent of one per cent 
of nearly all of gross revenues for various services rendered by the parent 
pursuant to a license contract were allowed, inasmuch as such compensation 
did not exceed the actual cost of the service rendered, p. 40. 


Expenses, § 85 — Equipment purchases from affiliate. 
2. Purchases of telephone equipment from an affiliated supplier were allowed 
as proper expenses where the costs were less than the costs of similar items 
available from independent producers, notwithstanding the fact that the 
independents’ prices were not strictly comparable, p. 40. 


Valuation, § 36 — Investment rate base — Depreciation reserve. 
3. A telephone rate base was computed from original cost less the actual 
depreciation reserve accumulated from charges to subscribers to provide for 
the exhaustion of the service life of plant, p. 41. 


Valuation, § 409 — Evidence — Rate base — Reproduction cost. 
4. The bulk of the testimony offered in a telephone rate proceeding on the 
subject of reproduction cost, as a basis for the “value” of the plant, was ex- 
cluded, p. 41. 


Apportionment, § 7 — Telephone separations — Charleston Plan. 
5. The Charleston Plan of separations was adopted in a rate proceeding as 
a reasonable guide for separating intrastate and interstate telephone plant, 
revenues, and expenses, where no evidence was offered as to any other plan 
of allocation, notwithstanding a recognition of the need for further study of 
this plan. p. 42. 


Valuation, § 39 — Reproduction cost — Telephone rate base — Statute. 
6. A contention that a reproduction cost rate base should be adopted for a 
telephone company, since language used in a state statute referring to the 
standard for fixing telephone rates contained the word “value” and had been 
adopted at a different time than sections covering regulation of other utilities, 
was rejected on the ground that no significance could be placed on the dif- 
ference in the wording of the statute, p. 44. 


Valuation, § 31 — Measures of value — Capitalization of earnings. 
7. The value of plant cannot be determined by capitalization of prospective 
earnings, in the manner of commercial property used in a competitive enter- 
prise free from regulation, p. 44. 
[3] 33 5 PUR 3d 
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Valuation, § 21 — Rate base — Meaning of “value” — End result. 
8. The term “value,” as used by the legislature in relation to telephone rate 
fixing, is the end result of the rate-making process and does not constitute 
the point of departure ; if the rates fixed are too low and the utility’s income 
is insufficient, there will be a flight of capital from the industry to other types 
of investment, and the converse is equally true, p. 44. 


Valuation, § 36 — Investment rate base — End result of rate making — Rate of 
return. 

9. The end result of adequate rates can be more accurately reached by using 
an investment rate base than a rate base which is a matter of speculative 
judgment and to which is applied a rate of return that is a matter of opinion, 
since the property account is rarely in dispute; the answer as to the 
required number of dollars of income should be the same regardless of the 
formula used, p. 46. 

Return, § 35 — Economic conditions. 


10. A contention that whether it be in the rate base, in the rate of return, 
or as an allowance for depreciation charges to operating expenses, the investor 
in utility securities is entitled to some special protection against the loss in 
the purchasing power of his dollars committed to the enterprise, was rejected, 
p. 46 
Return, § 35 — Economic conditions. 

11. The commission is not required to make its determination of a fair return 
for a telephone company with a view toward insuring the investor in its 
securities against the results of economic forces or even the political policies 
of any national administration, p. 47. 


Return, § 35 — Economic conditions. 
12. The commission, in a rate case, must consider the cumulative effect of 
current economic forces upon the company, p. 47. 

Return, § 24 — Protection of investors — Attraction of capital — Inflation. 
13. A utility must be permitted earnings sufficient to make its securities 
attractive in the current money market, but its stockholders are not entitled 
to . bondholder’s assurance of steady income or to a hedge against inflation, 
p. 48. 


Return, § 41 — Intercorporate relations — Telephones. 
14. A contention by a Bell System telephone company that system earnings 
should be sufficient to continue the $9 dividend, to increase the consoli- 
dated surplus of the Bell System to a point approximately double its present 
surplus so as to set up a reserve to insure the dividend, to maintain a capital 
structure which would consist of not more than one-third debt, and to base 
depreciation accruals on replacement and not actual cost, was rejected, p. 


Return, § 26 — Cost of capital. 
15. The commission, pursuant to its authority to disallow in a rate case any 
wasteful or unneccessary expense, may determine what costs incurred by a 
utility in obtaining capital are within the realm of reason, and base its com- 
putation of a proper return allowance on the legitimate cost of obtaining 
capital, p. 48. 

Return, § 27 — Dividend requirement — Establishment of surplus. 
16. A nation-wide telephone system should be permitted to earn enough to 
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continue to pay a $9 dividend and to reasonably insure that its surplus will 
be sufficient to meet the needs of an unexpected recession or to protect against 
dilution because of required financing, p. 52. 


Return, § 41 — Intercorporate relations — Telephones. 
17. An important consideration affecting the proper rate of return to be 
allowed an operating telephone company which is a member of a nation-wide 
system, is the question as to whether or not the company furnishes its fair 
share of the revenue requirements of the entire system, p. 52. 


Return, § 41 — Intercorporate relations — Maintenance of credit. 
18. The fact that, in the minds of the public, all the telephone companies 
which are members of a nation-wide system are regarded as a unit cannot 
be overlooked in determining the proper return to be allowed one operating 
company in the system, since the credit of the system as a whole tends to raise 
the credit standing of its weaker members and any loss in credit standing 
of the system tends to injure the credit of stronger members, p. 53. 

Return, § 111 — Telephone company — Variation in percentage. 


19. The fact that a telephone company’s return is slightly below or above 
the 6 per cent return which has been determined to be proper does not call 
for either a rate increase or a rate reduction, since as a long-range objective 
there must exist certain degrees of tolerance and it is not possible to fix rates 
with any such nicety, p. 54. 


Expenses, § 114 — Income taxes — Consolidated return law. 


20. No credit was allowed an operating telephone company for tax savings 
which would be effected under a proposed tax bill which would remove a 
penalty of 2 per cent previously imposed on consolidated tax returns made 
with a parent company to avoid the intercorporate dividend tax, where 
neither the intercorporate dividend tax nor the penalty for filing a con- 
solidated return had ever been paid by the company, and where the commis- 
sion would not have permitted it to be done if attempted, p. 55. 


Expenses, §49 — Employees’ pension fund. 
21. A contention in a telephone rate case that, since the company was com- 
pletely solvent, the employees’ pension fund did not have to be a fully funded 
plan such as would be required in the case of a weak industry, was rejected, 
since the commission has no authority in law to modify an obligation incurred 
by a utility in which its employees have vested rights, p. 56. 


Expenses, § 49 — Pension fund expense. 
22. Payments into a pension fund by a telephone company should be upon a 
logical and reasonable basis so that one year’s customers will not be burdened 
with amounts payable in another year, p. 56. 


Expenses, § 49 — Pension fund payments — Interest. 
23. Payments made by a telephone company to its pension fund representing 
both the current accruals to principal and interest payments to arrest the 
growth of the unfunded actuarial reserve requirement were found to be 
reasonable, p. 56. 

Discrimination, § 55 — Reduced rates to employees. 
24. A telephone company’s practice of providing service at reduced rates or 
without charge to certain of its employees, dependent upon the nature of 
their duties and length of service, was permitted on the theory that if these 
privileges were abolished, the company would be faced with a demand for 
increased compensation, p. 57. 
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Expenses, § 99 — Payments to employees. 
25. Payments by utility management to employees, in the absence of proof 
of bad faith, are presumptively proper charges to operating expense, since the 
commission will not interfere with labor’s collective bargaining rights, p. 


§ 209 — Unit for telephone rate making — Statewide theory. 
26. The statewide method of fixing rates was adopted for a telephone com- 


pany, p. 58. 


§ 532 — Telephone — Message-mile-minute formula. 

27. A theory offered as a substitute for state-wide rate-making, known as the 
message-mile-minute formula, pursuant to which telephone exchange rates 
would be fixed on a combination of the number of calls made, the length of 
the conversation, and the average distance which calls travel within the ex- 
change, modified by the application of a coefficient to reduce the weight given 
to distance, was rejected since the state-wide method of fixing rates should 
be changed only when the most convincing proof that some other method is 
better is introduced, and since the formula required the collection of data at 
a large and continuing cost contrary to the principle that methods of regu- 
lation which increase the cost of service are not in the public interest, p. 
58. 


Accounting, § 54 — Telephone company — Net wiring loss. 
28. A telephone company was directed to revise its method of accounting 
for the so-called net wiring loss pursuant to which the original cost of in- 
stallations, drop and block wires was charged to operating expenses after 
the property had gone out of service, instead of the cost being spread over the 
service life in accordance with standard depreciation accounting principles, 


p. 59. 


§ 648 — Evidence — Burden of proof. 

29. Telephone earnings were considered adequate for the future, notwith- 
standing testimony that for the period just preceding the filing of a rate 
increase application the company had experienced a downward trend, where 
the commission found that this was a temporary recession and that in the 
subsequent period an upward trend had been experienced, since in such 
a situation the commission has the choice of making a determination on 
which the company has the burden of proof from one of two pieces of in- 
conclusive short-range data, p. 60. 


§ 568 — Hotel telephones — Residence rate. 


30. Hotels were denied the right to be placed on the residential telephone 
rate where no justification for such a rate preference was apparent and 
where the change would result in the hotels’ passing a portion of their general 
operating expense to the general public, p. 62. 


Return, § 26 — Cost of capital. 
Discussion of the determination of cost of capital of a telephone company 
which is a member of a nation-wide system, p. 49. 


Return, § 26 — Cost of capital — Dividend pay-out. 
Discussion of the proper pay-out ratio of a telephone company in its relation 


to distribution of dividends and retention of surplus, as bearing on cost 
of capital, p. 50. 
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Return, § 26 — Cost of capital — Debt ratio — Surplus. 
Discussion of debt ratio and proper amount of surplus in relation to cost of 
capital to a telephone company, p. 51 

Return, § 26 — Cost of capital — Debt ratio. 
Discussion of the relationship of a telephone company’s debt ratio to its 


return allowance, p. 55. 


Rates, § 568 — Telephones — Charges by hotels. 
Denial of request by hotels for increases in charges on outgoing calls, p. 62. 


APPEARANCES: Joseph J. Doran, 
Acting Counsel (by John T. Ryan, 
Special Assistant Counsel), for the 
public service commission; Ralph W. 
Brown, Vice President and General 
Counsel, Henry J. Friendly, and 
Robert W. Doyle, Counsel, and Eric 
B. Nelson, and Philip Wagner, At- 
torneys, New York, for New York 
Telephone Company; Adrian P. 


Burke, Corporation Counsel (by Leo 
A. Larkin, James J. Thornton, Fran- 
cis I. Howley, and Morris Handel, 
Assistant Corporation Counsel), New 


York, for the city of New York; 
Eugene T. Brennan, Regional Coun- 
sel (by Thomas F. Rowe, Jr.), New 
York, for General Services Adminis- 
tration, United States Government; 
John H. Pennock, Assistant Corpo- 
ration Counsel, Albany, for the city 
of Albany; J. Herbert Gilroy, Corpo- 
ration Counsel, Utica, for the city of 
Utica; John A. Connolly, Deputy Cor- 
poration Counsel, Troy, for the city 
of Troy; Charles Ward Brown, Cor- 
poration Counsel (by Walter C. Shaw, 
Assistant Corporation Counsel), 
Schenectady, for the city of Schen- 
ectady; George Driscoll, Corporation 
Counsel (by John W. Barnell, Assis- 
tant Corporation Counsel), Syracuse, 
for the city of Syracuse; William B. 
Lawless, Corporation Counsel (by 
Elmer S. Stengel and John J. Naples, 
Assistant Corporation Counsel), Buf- 


falo, for the city of Buffalo; Ralph 
A. Boniello, Deputy Corporation 
Counsel, Niagara Falls, for the city 
of Niagara Falls; Thomas C. Mac- 
pherson, Corporation Counsel, Peek- 
skill, for the city of Peekskill; William 
J. Torpy, City Clerk, Peekskill, N. Y., 
for the city of Peekskill; J. Raymond 
Hannon, Corporation Counsel (by 
Joseph E. Boland, Assistant Corpora- 
tion Counsel), Yonkers, for the city 
of Yonkers; Francis S. Claps, Assist- 
ant Corporation Counsel, New Ro- 
chelle, for the city of New Rochelle; 
Harry G. Herman, County Attorney 
(by Norbert L. Noel, Assistant County 
Attorney), White Plains, for the 
county of Westchester; William Mc- 
Kinley, Corporation Counsel (by Wil- 
liam N. Brenner, Deputy Corporation 
Counsel), White Plains, for the city 
of White Plains; Harry Zimmerman, 
Corporation Counsel (by Louis R. 
Pagano), Mount Vernon, for the city 
of Mount Vernon; Lord, Day & Lord 
(by John R. Mahoney, Charles W. 
Merritt, and Donald N. Elberfeld), 
New York, Attorneys, for New York 
State Hotel Association and the Hotel 
Association of New York city; Harry 
B. Rezzemini, Counsel, Albany, for 
New York State Council of Retail 
Merchants; Weil, Gotshal & Manges 
(by Ira M. Millstein), New York, 
Attorneys, for Abraham & Straus, 
Bloomingdale Brothers, Gimbel Broth- 
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ers, Inc., Lord & Taylor, R. H. Macy 
& Co., Inc., Martin’s, Saks Fifth 
Avenue, Saks 34th Street, Stern 
Brothers, and John Wanamaker; 
Thomas H. Brown, Troy, Assembly- 
man; Thomas E. Ferrandino, New 
York, Assemblyman; James J. Don- 
nelly, Legislative Representative, 160 
West 44th street, New York, for the 
Liberal Party ; Joseph A. Petnel, Troy, 
in person; Mrs. Coulman Westcott, 
Jr., Cincinnati, Ohio, in person; Mil- 
ton Pataky, Richmond Hill 20, in 
person ; John H. Powers, General Vice 
President, and John Kane, General 
Executive Committee Member, New 
York city, representing United Tele- 
phone Organizations; Edward S. 
Conway, Albany, ‘Attorney, for Tele- 
phone Commercial Employees Asso- 
ciation, New York upstate area, Tele- 
phone Traffic Union, upstate New 
York, and Upstate Telephone Employ- 
ees Association. 


By the Commission : On November 
30, 1953, the New York Telephone 
Company filed a new schedule of rates 
and charges on statutory notice, at 
the same time petitioning us to permit 
the rates to become effective January 
1, 1954, or as soon thereafter as pos- 


sible. On December 7, 1953, this 
commission suspended the rates and 
ordered an investigation. Hearings 
started January 5, 1954. 

The company’s statement was that 
the rates would produce something 
slightly under $69,000,000 in annual 
increased revenue, or about 10 per cent 
more than the present rates. The 
proposed increases include generally 
75 cents a month for residence phones 
and $2 a month for business phones. 
The revenue effect of the new rates is 
estimated to be as follows: Estimated 
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increase: residence main telephones 
$30,472,000 ; business main telephones 
$16,266,000; toll’? $4,568,000; addi- 
tional message units $5,832,000; mis- 
cellaneous $11,712,000 ; total $68,850,- 
000. 


Recent History of Telephone Rates 
in This State 


After nearly ten years of liti- 
gation, telephone rates of the New 
York Telephone Company were ma- 
terially increased in 1930. While a 
reduction of approximately $4,000,000 
took place in 1936, as the result of an 
investigation by the commission, the 
first important rate increase case 
since the litigation of the 1920’s arose 
from a petition filed by the company 
on November 15, 1948. This case 
(14131) was decided on May 10, 
1950, 84 PUR NS 267. The com- 
pany originally asked for increases 
estimated to produce $49,100,000 of 
additional revenue but, during the 
course of the hearings, amended its 
petition to request $63,490,000. In 
the course of the case this commis- 
sion permitted an interim increase and 
a further increase at the conclusion of 
the case, granting in all an increase 
of $48,490,000 in rates paid by sub- 
scribers, or about 11 per cent, which 
yielded to the company about $29,- 
000,000 after taxes. 

On January 26, 1951, the com- 
pany filed rates seeking additional rev- 
enues of $44,000,000, again amended 
during the hearings to increase the 
total requested to $57,000,000. 

This commission suspended the 
rates and at the conclusion of the 
investigation that followed (Case 


_ 1 After giving effect to estimated restriction 
in use. 
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15235) October 3, 1951, 91 PUR NS 
231, denied the increase in its entirety 
and ordered the proposed rates can- 
celed. 

Thereafter upon a showing by the 
company that the Internal Revenue 
Law had been amended to increase 
federal income taxes from 47 per cent 
to 52 per cent and that the company 
was required to enter into new and 
higher wage contracts, this commis- 
sion permitted the company to file 
rates which were estimated to produce 
a total of $20,700,000 additional gross 
revenues which partly offset these two 
items of increased expense. Together 
with certain interstate rate changes, 
this represented an average increase 
to all subscribers of about 5 per cent. 

Thus it appears that the rates now 
in effect are approximately and on 
the average 16 per cent higher than 
the rates in effect prior to World War 
II, an increase far less than that oc- 


curring in the cost of most items re- 
quired by the average family—the 
notable exception being the cost of 


electricity. If we compare these rates 
with the rates in effect in 1931 the 
percentage increase is, of course, some- 
what less. 

The average customer’s bill, how- 
ever, has increased more than this per- 
centage. In 1944 the United States 
Government placed an excise tax of 
15 per cent on all subscribers’ bills and 
a tax of 25 per cent on certain toll 
charges. These taxes are added to 
the bill and collected by the company 
as agent for the government. That 
tax alone amounted in the aggre- 
gate to more than the rate increases 
granted by this commission. 





2 Effective April 1, 1954, the excise tax was 
reduced to 10 per cent on each class. 


It must also be kept in mind that 
there has been an increased use of 
telephones by most subscribers with 
the result that bills covering mes- 
sage service and toll service have been 
correspondingly _ increased. This 
tendency to greater use has shown a 
marked trend in the years following 
World War II. One of the company’s 
arguments in favor of its proposed new 
rates is the claim that in the imme- 
diate future the call rate will decline. 


Matters Considered in This 
Proceeding 


While we have reviewed substan- 
tially every question which was raised 
in the previous proceedings before us, 
the proof in this proceeding has been 
much more succinct since all parties 
have had the benefit of the very full 
investigations made in the two recent 
cases respecting matters which had not 
been previously litigated since 1934— 
1936. Except as hereinafter expressly 
indicated we find no reason for 
changing our conclusions in the two 
prior cases. Nor does lack of de- 
tailed discussion imply that we have 
not again thoroughly considered all 
questions and all proof submitted, even 
if such proof varies only in detail from 
that previously presented. 

There are but two major questions 
in this case: (1) What is a reason- 
able rate of return for the company 
under existing conditions? (2) Is 
the company’s current rate of earnings 
a reasonable guide for the future? 


The Bell System 


The New York Telephone Com- 
pany, whose rates we are fixing, is not 
a separate and distinct entity. It is 
part of the Bell System and the struc- 
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ture and long-established practices of 
that system are important elements in 
determining questions relating to the 
New York Company. 


The parent company is the Amer- 
ican Telephone and Telegraph Com- 
pany. The latter company owns sub- 
stantially all of the stock of some six- 
teen operating companies of which 
New York is one. It holds control of 
three others and has minority interests 
in two more in the United States and 
one in Canada. In addition it owns 
Western Electric, a company manufac- 
turing and dealing in telephone sup- 
plies and equipment. It likewise con- 
trols Bell Telephone Laboratories, the 
system’s research organization (50 per 
cent directly and 50 per cent through 
its ownership of Western Electric). 

American Telephone and Telegraph 
is presently financed through the sale 
of debentures convertible into stock and 
by the sale of stock directly to its 
employees. It in turn finances the 
equity requirements of wholly owned 
subsidiaries by the purchase of their 
entire stock offerings and, at least, its 
pro rata share of the stock issued 
by the partly owned subsidiaries. It 
likewise furnishes temporary debt 
financing to subsidiaries with the 
notable exception of the New York 
Company. Since 1947, at the instance 
of this commission, the New York 
Company’s temporary financing has 
been accomplished by bank loans, ob- 
tainable at more favorable interest 
rates than through borrowings from its 
parent. 

The capital structure of the subsid- 
iaries varies. Some have no funded 
debt. Where long-term funded debt 
of subsidiaries exists, it is sold directly 
to the public and, in the case of the 
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New York Company, consists of mort- 
gage bonds. 

[1] The parent furnishes the oper- 
ating subsidiaries certain services 
under what is referred to as the “Li- 
cense Contract,” being paid one per 
cent of nearly all of their gross rev- 
enues. We find in this case, as in 
the two previous cases, that for pur- 
poses of fixing rates such compensa- 
tion should be on the basis of costs 
and, as in the past cases, the proof 
indicates that the charge is not unrea- 
sonable for services rendered to the 
New York Company. 

[2] Each of the operating subsid- 
iaries purchases substantially all of its 
equipment from Western Electric 
which either produces the items or acts 
as purchasing agent. This is done 
under a contract under which the sub- 
sidiaries have an option,’ at least in 
theory, to purchase from any source; 
but Western Electric is required to 
furnish the subsidiaries’ complete re- 
quirements. Western Electric in addi- 
tion sells to the general trade and is 
engaged in defense production for the 
United States Government. 

Proof was offered to indicate that, 
in general, the prices of Western Elec- 
tric were materially less than the prices 
which the subsidiaries (including New 
York) would have been required to 
pay to independent producers of tele- 
phone equipment for comparable items 
of supply. The independents’ prices 
are not strictly comparable for various 
reasons—of which one is certain devel- 
opment and other costs are paid for 
through the License Contract and, 
therefore, are not included in the prices 
of Western Electric. It would appear, 
however, that the supply contract in 
general has been of benefit to the sub- 




















sidiaries. This accords with our pre+ 
vious determinations on the subject. 


Growth of the New York Company 


The plant cost of the New York 
Company, if not its physical magni- 
tude, has more than doubled since the 
end of World War II. At the end of 
1945 it reported 3,262,689 telephones 
in service. For the year 1953 it had 
an average of 5,925,000 telephones in 
service, and it is estimated that the 
average number in service for 1954 
will be 6,188,000. At the end of 
1945 the company had 314,854 unfilled 
applications for service; reduced to 
15,000 at the beginning of this year. 
However, not only has the number of 
telephones in service greatly increased 
but there has existed a constant de- 
mand for upgrading in the class of 
service. 

It is contended by the company 
that efficient operation requires some 
margin of plant reserve and, accord- 
ingly, that the need for additional plant 
will continue within the foreseeable 
future. 

In line with such premise, it esti- 
mates a construction program for the 
year 1954 of $183,000,000. Such sub- 
stantial annual increases in plant, at 
materially higher prices, have estab- 
lished a marked trend toward higher 
average station costs. Thus, while 
the company’s revenues and its net 
income after taxes have materially in- 
creased since the war, it contends that 
this increase has not been sufficient to 
maintain a proper ratio of earnings to 
its investment, or to provide an ad- 
equate return upon the value of its 
plant. 





8 A later estimate by the company is slightly 
less (6,152,000). 
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Balance Sheets and Earnings 
Statements 


The balance sheets as per company’s 
books for the latest year-end available 
(December 31, 1953) and for com- 
parative purposes, as of December 31, 
1951 and 1952, together with an in- 
come statement for the year 1953, 
follow: Balance sheet statement, omit- 
ted, shows total assets and liabilities 
(1951) $1,706,526,021.26; (as of 
December 31, 1952) $1,839,695,- 
038.80; (1953) $1,969,319,814.15. 
The income statement for 1953 shows 
total operating revenues $653,966,- 
753.10; net operating revenues $208,- 
167,823.42; net operating income 
(after taxes) $76,373,385.82; income 
available for fixed charges (after 
adding dividend income and interest 
and miscellaneous income, less miscel- 
laneous deductions from income), 
$76,777,911.89; total fixed charges 
$12,277,131.14; and net income $64,- 
500,780.75. 


Rate Base 


[3,4] For the purpose of this 
memorandum this commission will, in 
accordance with its long-established 
policy, use a so-called investment rate 
base: one based on original cost less 
the actual depreciation reserve, ac- 
cumulated from charges to subscribers 
to provide for the exhaustion of the 
service life of the plant. 

The company contends that a the- 
oretical reserve requirement should be 
used rather than the actual reserve. 
This contention has previously been 
rejected and the reasons therefor are 
set forth in our opinion in Case 14131, 
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at pages 17, 18 (printed opinion) ,* 84 
PUR NS at pp. 278-280. 

Moreover, the company proceeded 
to argue at great length for a rate 
base in keeping with its conception of 
the meaning of the word “value” as 
used in the statute. Consequently, a 
substantial amount of evidence was 
offered on the subject of reproduction 
cost as a basis for the “value” of the 
plant. The bulk of this testimony was 
excluded. 

The same problem faced this com- 
mission in Case 15235 where it was 
discussed at pages 24-31, inclusive 
(printed opinion), 91 PUR NS at 
pp. 255-258. It is inconceivable, at 
least to this commission, that the leg- 
islature of this state intended that 
telephone rates should be fixed at any 
different standard than those of elec- 
tric, gas, or water utilities. We abide 
by our previous determination. 

There are perhaps some minor 
shades of difference in the proof which 
should be commented upon. Increas- 
ingly, the claim is stressed that there 
will never be a time when reproduction 
cost is not higher than investment 
cost. 

It is clear that the appeal of utility 
equities as an investment has been 
based in large part upon the knowl- 
edge that the investor is entitled to 
earn upon the dollars committed to the 
enterprise, and that at no time will he 
be required to earn on a lesser dollar 
amount than that of the investment 
actually made. Granted that the 
prospect of a price collapse is slight, 
who is so wise as to contend that cost 
levels will forever remain as high as 
the early 1950’s? 





4 See also page 9 of printed opinion in Case 
15235, 91 PURNS at p. 253. 


5 PUR 3d 





NEW YORK PUBLIC SERVICE COMMISSION 


42 





To follow the company’s contention 
to its ultimate conclusion, it appears to 
us, would abolish the difference which 
now exists between utility and indus- 
trial investments. 

It is true that unlimited inflation 
might require the elimination of any 
standards heretofore used. That prob- 
lem, however, does not face us and 
the dangers of runaway inflation are 
clearly less than when the company was 
last in this forum. 

The company’s own evidence estab- 
lished that the ratio of reproduction 
cost new to actual cost was declining. 
This, of course, would be true for 
many reasons: the flattening out of the 
price curve, the continuing retirement 
of old property built at low cost, and 
large additions at current prices. 

There is one important limiting fac- 
tor on capital construction costs as 
well as operating expenses for mainte- 
nance of equipment. In 1952 two re- 
ductions were made in Western 
Electric’s prices totaling 18 per cent. 
This would mean roughly a reduction 
in New York’s capital expenses for the 
year 1953 of $13,500,000 and in main- 
tenance expense of $800,000. The 
clear purpose of such reduction was to 
keep the returns earned by Western 
Electric at a figure where the rate of 
profit would not be regarded as ex- 
orbitant by regulatory bodies. Since 
those reductions, the ratio of profit 
has again begun to climb so that there 
appears little prospect that Western 
Electric’s prices will be increased and 
a possibility exists of even a further 
reduction. 


Separation Procedure 


[5] We have jurisdiction only over 
rates charged for service within the 


















state of New York and, therefore, 
should base our determination so far 
as possible as to fair rates upon the 
portion of the company’s property, 
revenues, and expenses relating to 
service wholly within the state of New 
York. 

The company serves a small area 
within the state of Connecticut at 
Greenwich. Likewise, part of the 
company’s plant is used for the trans- 
mission of interstate messages. The 
rates for Connecticut are fixed by the 
Connecticut commission and interstate 
toll rates are fixed by the Federal 
Communications Commission. To 
determine the portion of the company’s 
total property devoted to the New 
York state services over which we have 
jurisdiction, we have used the Separa- 
tions Manual as approved by the 
National Association of Railroad and 
Utilities Commissioners at its Charles- 
ton convention. 


This is usually referred to as the 
Charleston Plan of Separations and 
is presently used in substantially every 
jurisdiction with the exception of New 
Hampshire, Idaho, and West Virginia. 
No evidence was offered as to any 
other plan of allocation of property or 
division of revenues and expenses. 
We have in our previous cases dis- 
cussed the separations problem in de- 
tail. While we recognize the need 
of further study of the Charleston 
Plan and the fact that it was approved 
only upon a trial basis, it furnishes a 
reasonable guide for our present pur- 


pose. 

The company offered testimony as 
to a claimed rate base for the year 
1954 based on the estimated average 
of plant less depreciation for the year 
and including $15,600,000 of materials 
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and supplies. As previously indicated, 
we feel that the actual book reserve for 
depreciation rather than any theoret- 
ical reserve as contended for by the 
company should be used. 

An adjustment must be made in 
these figures. The testimony of Mr. 
Goldthwaite, who made a working 
capital study, indicates that funds fur- 
nished by customers, represented by 
current liabilities, tax accruals, and like 
items, provide working capital in ex- 
cess of the company’s needs including 
the inventory of materials and sup- 
plies. 

The average plant in service for the 
year 1954 is estimated to be about 
$1,850,426,000 with an average depre- 
ciation reserve of $552,397,000. The 
rate base on a company-wide basis 
would be $1,298,029,000. 

Using the Charleston method of 
separations the intrastate rate base 
would be $1,140,566,000. 


The record is barren of any direct 
estimates of the rate base for the year 
1955. However, a rate base for not 
too distant periods can be constructed 
with reasonable accuracy from the 
data available. The net increase in 
the amount of plant in service less the 
depreciation reserve is presently ap- 
proximating $100,000,000 a year or 
an average increase of about $8,300,- 
000 per month. There is no estimate 
in the record as to what part of the 
future growth will represent growth in 
intrastate plant. However, the rela- 
tionship between property devoted to 
interstate and intrastate service has 
been reasonably constant and on that 
basis it can be estimated that about 
11 per cent of additional plant will be 
devoted to interstate business. 
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The Company's Position 


[6] The company urges that the 
commission is guilty of a fundamental 
error of law in refusing to take evi- 
dence of the current market value of 
its real estate, and the reproduction 
cost, as well as the so-called “fair 
value” of the balance of its physical 
property. In so doing they ask us 
to reverse precedents of long standing. 
Long- and well-established funda- 
mentals should not be lightly brushed 
aside in the absence of the most com- 
pelling reasons or clearly demonstrable 
error. 

The conclusion would be the same 
were this a matter of first impression. 
In this we are reinforced by the evi- 
dence of Mr. George Goldthwaite, one 
of the country’s outstanding experts on 
utility regulation. The reasons ad- 
vanced by him for the use of an 
original cost rate base outweigh the 
evidence presented by the company. 
The great majority of regulatory 
commissions use an original cost rate 
base, the notable exceptions being 
states where the statute unequivocally 
requires some other standard. Even 
in those jurisdictions, regulatory com- 
missions have given very great weight 
in their determination to the invest- 
ment measured in terms of actual cost. 

The company’s argument is based 
upon the language used in § 97, Public 
Service Law, which defines the stand- 
ards for fixing telephone rates. The 
language of this section is different 
from that covering most utilities and 
was passed at a different time than the 
sections covering electric, gas, or water 
companies. 

It is due to this difference in lan- 
guage and the use of the word “value” 
in the telephone statute upon which 
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We are 


the company bases its case. 
unable to decipher any occult or hid- 
den intention of the legislature to set 
up any different standards of regula- 
tion for telephone companies than for 
other utilities. What the legislature 
was clearly intending to do was to 
provide a test which, on its face, met 
all constitutional requirements. 


The arguments advanced show no 
basic reason why the telephone in- 
dustry should receive more favorable 
treatment in times of expanded prices 
and less favorable treatment in times 
of decline of prices than other util- 
ities. In fact, because of the volatility 
of the business (the company urges on 
us strongly that it possesses this char- 
acteristic to a far greater extent than 
the electric companies), the reasons 
for a fixed rather than a varying rate 
base are even stronger. 


[7, 8] What then is “value”? In 
a competitive enterprise, free from 
regulation, the value of any commercial 
property is usually measured by its 
capitalized prospective earnings. In 
the utility field, of course, there is no 
free competition. The utility obtains 
a monopoly in varying respects, par- 
ticularly as to territory served, and 
uses the public streets and highways 
and, in return for the freedom from 
competition, relinquishes its right to 
charges beyond those which are fair 
and reasonable. 

In determining the value of a tele- 
phone company’s plant, we cannot use 
the standards of competition in the 
industry because these do not exist. 
There is, however, another standard of 
competition and that is competition in 
the money market for capital. If the 
rates fixed are too low and the income 
is insufficient, there will be a flight 























of capital from the telephone industry 
to other types of investment. The 
converse is equally true. ‘Value’ as 
used by the legislature is the end re- 
sult and does not, as contended by the 
company, constitute the point of de- 
parture. 

The circuit court of appeals has 
stated this elementary truth clearly and 
succinctly in Cities Service Gas Co. v. 
Federal Power Commission (CCA 
10th 1946) 63 PUR NS 276, 284, 
155 F2d 694, 701, cert den (1946) 
329 US 773, 91 L ed 664, 67 S Ct 
191, reh den (1947) 329 US 832, 91 
L ed 705, 67 S Ct 489: 


“It is said that ‘rates cannot be 
made to depend upon “fair value” 
when the value of the going enterprise 
depends on earnings under whatever 
rates may be anticipated.’ Hope 
Natural Gas Co. Case, supra ([1944] 
320 US 591, 601, 51 PUR NS 193, 
199, 200, 88 L ed 333, 64 S Ct 281, 
287.) In other words, fair value is 
the end product and not the means 
of the rate-making process. Fair value 
is no longer deemed an essential in- 
gredient of an economic rate base for 
rate-making purposes. Federal Power 
Commission v. Natural Gas Pipeline 
Co. supra ([1942] 315 US 575, 42 
PUR NS 129, 86 L ed 1037, 62 S 
Ct 736) ; Hope Natural Gas Co. Case, 
supra; Colorado Interstate Gas Co. v. 
Federal Power Commission (1945) 
324 US 581, 58 PUR NS 65, 89 L 
ed 1206, 65 S Ct 829.” 

In state jurisdictions perhaps the 
leading case is the decision of the 
supreme court of Utah, Utah Power 
& Light Co. v. Utah Pub. Service 
Commission (1944) 107 Utah 155, 
56 PUR NS 136, 152 P2d 542. The 
Utah statute uses the word “value.” 
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(See 56 PUR NS at pages 157, 
158.) 

“[5, 6] The company next points 
out that when the Utah Public Utilities 
Act was enacted in 1917, constitutional 
substantive law required adherence to 
the fair value principle of rate making. 
It contends that it must therefore be 
held that the Utah act was enacted 
in reference to and incorporated the 
constitutional restriction of the fair 
value rule of Smyth v. Ames ([1898] 
169 US 466, 42 L ed 819, 18 S Ct 
418). If the legislature by statute 
had expressly restricted the powers of 
the commission to conform with the 
prevailing rule of constitutional law, 
this last-mentioned factor would be a 
logical explanation of such restriction. 
But the fact that such constitutional 
restrictions existed at the time of the 
enactment is hardly justification for 
construing the act narrowly. It is 
equally logical to hold that the legis- 
lature intended to delegate all the 
powers of rate making to the commis- 
sion that it could constitutionally dele- 
gate subject only to express statutory 
restrictions. The removal of the con- 
stitutional barrier erected by Smyth v. 
Ames, supra, unleashed the power of 
the commission and permitted it to 
expand into fields previously restricted 
by earlier court decisions. 

“The statute cannot be construed as 
requiring the commission to fix utility 
rates on a value rate base. The legis- 
lature gave full rate-making power to 
the commission subject only to the 
limitations of procedural due process 
and the requirement that rate estab- 
lished be just and reasonable. This 
standard ‘just and reasonable’ has been 
held to be the same as the consti- 
tutional standard. Federal Power 
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Commission v. Natural Gas Pipeline 
Co. (1942) 315 US 575, 42 PUR NS 
129, 86 L ed 1037, 62 S Ct 736. At 
the time of Smyth v. Ames, supra, a 
rate could not be just and reasonable 
in the constitutional sense unless it 
permitted a fair return on fair value. 
This concept has, as pointed out above, 
been overruled. It would be contrary 
to common sense to hold that the 
legislature meant ‘just and reasonable’ 
only as defined by the courts at the 
time of Smyth v. Ames, supra, and 
to hold that the legislature meant 
‘just and reasonable’ only as defined 
by the courts at the time of Smyth 
v. Ames, supra, and to hold that the 
legislature would, in order to authorize 
the commission to use prudent invest- 
ment, be required to reenact the statute 
saying that it meant ‘just and reason- 
able’ as that term is construed today. 
To the contrary, it must be assumed 
that the legislature contemplated that 
the concept of that which is ‘just and 
reasonable’ might change with social 
trends.” 

[9] The company further contends 
that it is more difficult to reach a 
correct result by using an investment 
rate base than it would be if we were 
to use a “fair value” rate base. That 
either can be used is conceded by the 
company’s witness, its vice president 
and comptroller MacMillan. If a rate 
base be used which is a matter of 
speculative judgment to which is 
applied a rate of return which is always 
a matter of opinion, both are arguable 
variables. With the use of an invest- 
ment rate base, the property account 
is rarely in dispute. The answer as to 
the required number of dollars of in- 
come should be the same irrespective 
of the formula used. We think the end 
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result can be more accurately reached 
by the method we have used. 

[10] The company likewise con- 
tends—and it appears that this con- 
tention is asserted irrespective of the 
language of the statute—that whether 
it be in the rate base or in the rate 
of return or as an allowance for de- 
preciation charges to operating ex- 
penses, the investor in utility securities 
is entitled to some special protection 
against the loss in the purchasing 
power of his dollars committed to the 
enterprise. This contention, of 
course, is made only as to the equity 
investor. No witness has suggested 
that the investor in debt securities is 
entitled to such protection. 

As discussed in our previous opin- 
ion, this contention is completely re- 
jected. The causes of inflation with 
the resultant decline in the purchasing 
power of the dollar are not the result 
of the processes of regulation but of 
national, if not world-wide, economic 
conditions. Starting with the reduc- 
tion of the gold content of the dollar, 
there have been a series of cumulative 
economic incidents which, either by 
promotion or lack of prevention by the 
national government, have produced 
the present inflation. 


The economist George Terborgh, 
produced as a witness by the company, 
advocates, as one of the methods to 
protect equity investors in utilities 
against the rigors of inflation, the use 
of depreciation calculated not upon 
the basis of cost or investment but in 
dollars adjusted to the same pur- 
chasing power of the dollars originally 
committed to the enterprise. Yet, 
while he argues in great detail for such 
an adjustment in theory, he has some 
hesitancy as to its practical use be- 


























cause of the present tax laws. He 
strenuously urges that the present tax 
laws should be changed so that the 
entire amount of depreciation figured 
on the basis which he advocates would 
be allowed as a deduction for tax pur- 
poses. Under the present law any 
excess allowance for depreciation over 
that based on cost would be treated for 
tax purposes as income, with the re- 
sult that any such allowance in a rate 
case would need to be more than twice 
the required amount to adjust for tax 
payments. This legal tax problem is 
a clear example of the effect of gov- 
ernment policy in the field of econom- 
ics. 

[11, 12] We find nothing in our 
statutes, or the reported decisions, 
which guarantees to the investor in 
utility equities insurance against the 
results of economic forces or even the 
political policies of any national admin- 
istration. 

Lest we be deliberately misunder- 
stood, it should be made abundantly 
clear that just as we cannot disregard 
the economic realities of our daily busi- 
ness life, so also in a rate case, we 
must in like manner consider the 
cumulative effect of current economic 
forces upon the company whose rates 
we are fixing. Certainly the investor 
considers these before committing his 
money to the enterprise. No doubt, 
there are investors who in times of 
inflation regard certain industrial 
stocks as a greater hedge against the 
perils of inflation than utility equities. 
Likewise there are others who in times 
of declining prices regard utility in- 
vestments as a hedge against deflation. 

In the case of the American Tele- 
phone and Telegraph Company many 
of its million and a quarter stock- 
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holders have undoubtedly been at- 
tracted to it by reason of the past 
and expectation of the future continu- 
ance of the $9 dividend. This fact 
has been very effective in aiding the 
company in its tremendous job of 
financing since the last World War. 

One of the witnesses referred to a 
great many of these investors as “‘unin- 
formed.” Uninformed they may be 
as to the niceties of economic reason- 
ing, but well informed they are on the 
matter most vital to them, namely that 
the past record of the company offers 
the prospect of a continued annual pay- 
ment in the same number of dollars. 
There appears no basis for the argu- 
ment that they anticipated double that 
number of dollars because of the dim- 
inution in purchasing power. 

No regulation can be sound or 
effective nor can it be fair to the utility 
or to its customers if made in a 
vacuum. Nor can it ignore the eco- 
nomic facts of life such as the trends 
of business, of prices, or of the national 
tax structure. It seems, however, that 
the company asks this commission to 
go one step further and to make a 
determination not alone in the light 
of the factors which affect the business 
world but to adopt a regulatory proc- 
ess which insures it and its equity 
investors (not those from whom it 
borrows money) a complete protection 
against any loss which economic con- 
ditions may threaten. To put it 
another way, the company’s position 
goes to the extent of asking a regula- 
tory body to insure that equity capital 
devoted to a utility enterprise shall be 
forever preserved in its original in- 
tegrity, irrespective of the tax policies 
of government or fluctuations in eco- 
nomic conditions. It asks for. its 
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stockholders not only what is virtually 
a bondholder’s assurance of steady in- 
come, with more than twice the bond- 
holder’s annual percentage, but also a 
hedge against inflation which is be- 
yond the bondholder’s dreams. 

[13] This is not our conception of 
the purpose of regulation nor, admit- 
ting for the sake of the argument that 
such contemplated legal power exists, 
do we believe such a result possible. 
Nowhere in modern economics do we 
find a case where such an objective has 
been permanently maintained. We 
realize that styles change in invest- 
ments as well as human attire. We 
appreciate that a utility must earn an 
adequate amount to make its securities 
attractive in the current money mar- 
ket. When that test has been met 
our obligation in that respect has been 
discharged. It is true that if inflation 
became completely uncontrolled all the 
standards of the past would become 
outmoded and some new standard 
would be required if the extinguish- 
ment of capital savings is to be pre- 
vented. That point, however, has not 
been reached in this country. 

[14, 15] In determining what is a 
fair rate of return, the company con- 
tends that Bell System earnings should 
be sufficient : 

(1) To continue the $9 dividend. 

(2) To increase the consolidated 
surplus of the Bell System from about 
$17 a share to $30 or $40 a share as 
a reserve to insure the dividend. This, 
of course, would be $30 or $40 a share 
on whatever number of shares of stock 
are issued and the total surplus would 
have to be increased in proportion as 
additional shares are issued in the 
future. 

(3) To maintain a capital structure 
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which would consist of not more than 
one-third debt. 

(4) To base depreciation accruals 
on the basis of replacement not 
actual cost. 

Two other matters might be men- 
tioned which emphasize the extreme 
conservatism (in its own interest) of 
the company’s approach. 

(5) The company’s pension funds 
amounting to $213,609,193.08 as of 
December 31, 1953, are invested by 
the Bankers Trust Company, as 
trustee, under an investment policy 
fixed by the New York Company. 
The earnings produced under this in- 
vestment policy are appreciably less 
than the earnings of life insurance com- 
panies operating in this state. In part 
the low earnings are explained by an 
investment policy which does not per- 
mit investment in real estate mort- 
gages. The low rate of return on the 
invested funds, of course, adds appre- 
ciably to the company’s item of pen- 
sion costs which, in turn, are an ex- 
pense borne by the ratepayer. 

(6) While the company contends 
that rates should be fixed on a pres- 
ent-day value of which reproduction 
cost is a major element, it contends 
that its debt ratio should be deter- 
mined by its actual capital structure. 

There can be no question that such 
objectives, if attained, would increase 
the attraction of telephone stock, en- 
hance its value and add to the safety 
of its investors and of the stock. 

Management can hardly be criticized 
for taking every possible means to 
protect its security holders and im- 
prove the investment position of its 
stock and bonds. On the other hand, 
management has a responsibility to its 
customers not to engage in practices 























which are wasteful or beyond the re- 
quirements of prudence. Under the 
law we can properly disallow in fixing 
rates any wasteful or unnecessary ex- 
pense of operation. Clearly, since the 
cost of capital is such an expense, it 
is our duty to determine what costs 
in obtaining money lie within the realm 
of reason. 

Let us examine the conditions as 
to surplus. There never has been a 
period during the last thirty years 
when the amount of surplus per share 
now available plus current earnings 
would not have been sufficient to have 
maintained the dividends at the $9 
rate. We have a situation where, 
while the total surplus is increasing, 
the same is not equally true of the 
surplus per share which the company 
contends is the important considera- 
tion. The reason for that is the is- 
suance of a large number of additional 
shares. 


Let us assume for the sake of the 
argument that the company’s conten- 
tion as to the proper debt ratio as 
a long-time objective is correct. 
Clearly the debt ratio presently—and 
during the period of attraction of 
capital since the war—has been at a 
higher figure than that stated to be 
the long-range objective. To set aside 
one dollar for surplus or for dividends 
the company must earn something 
more than double the amount before 
income taxes. If you add to that 
amount the amount of excise taxes to 
be paid, the subscriber’s bill is in- 
creased by something approximating 
$2.30° for every such dollar. If, how- 
ever, the number of shares remain con- 
stant and the debt is increased, there 





5 Under excise tax rates effective April 1. 
54. 
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is no dilution of surplus per share and 
the cost is the interest rate which is 
deductible for purposes of taxation and, 
therefore, only a small fraction of the 
cost of equity. 

We appreciate, of course, that there 
comes a point when a debt ratio can 
become dangerously large and that it 
is only sound business not to exhaust 
credit completely but to leave a re- 
serve for the future. Too high a debt 
ratio as a long-time policy may well 
be as expensive as too low a one. It 
is likewise clear that the protection of 
the stock lies not alone in the surplus 
per share but in the ability to finance 
temporarily by additional debt thereby 
accomplishing a tax saving which 
goes to the benefit of the common 
stock and prevents a further dilution 
of the amount of surplus per share. 

It would appear that the basic error 
in the company’s position lies in the 
fact that each of the items for which 
it contends constitutes a safeguard as 
to the others, and that in the presen- 
tation it fails to realize their cumulative 


effect. 
Rate of Return 


Four witnesses have directly tes- 
tified as to what in their opinion 
would constitute a fair rate of return. 
All agree in one particular. All base 
their opinion of the cost of capital 
and the proper rate of return for the 
New York Company upon the record 
of the Bell System and particularly the 
parent company, American Telephone 
and Telegraph. They were, for the 
company : 

1. Mr. H. J. Szold, a partner in 
Lehman Brothers, testified that the 
company is entitled to a rate of return 
of 92 per cent. His testimony stresses 
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the low surplus per share of the Bell 
System and his rate of return is de- 
signed to produce enough retained 
earnings to build the surplus per share 
rapidly up to a point where it will 
be approximately double the present. 

2. Mr. O. T. MacMillan, who is a 
vice president and comptroller of the 
New York Company, testified to a 
rate of return of 73-8 per cent. 

Against these contentions, there 
were two witnesses: 

Professor Paul L. Howell called by 
the commission testified to a rate of 
return slightly less than 6} per cent. 
His testimony is based upon the cost 
of raising capital for the Bell System 
during recent years when large capital 
additions were made. Professor 
Howell based his estimate on the use 
of a debt ratio approximating 45 per 
cent which was substantially the debt 
ratio existing at the time of much of 
the recent telephone financing, which 
he used as his standard for determin- 
ing the cost of capital. 

Mr. James K. MacIntosh, called by 
the United States Government, tes- 
tified to a rate of 6 per cent. His 
approach was to use a hypothetical 
structure with a debt component based 
upon an absorption ratio of 25 per 
cent, that is, that the requirements for 
interest would represent 25 per cent 
of income before debt charges. This 
would produce a debt ratio of approx- 
imately 46 per cent using a cost of 
debt of 34 per cent. 

The company’s witnesses contend 
that : 

(1) The debt ratios as used by 
Professor Howell or Mr. MacIntosh 
are contrary to the present existing 
facts in that not only the debt ratio 
of the New York Company but also 
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that of the Bell System is presently 
below the debt ratio used in the com- 
putations of these two witnesses. 

(2) The announced policy of the 
Bell System is a debt ratio not in 
excess of 334 per cent. 

(3) The present debt ratio is drop- 
ping and will continue to drop. 

(4) In addition to the dangers of 
a high debt ratio in times of recession, 
that a historic policy of a high debt 
ratio for the telephone company will 
eventually result in increased costs of 
financing. 

Another subject of controversy be- 
tween the financial experts is the 
amount of the proper pay-out ratio, 
that is, the percentage of net income 
which should be distributed in divi- 
dends. This question is closely related 
to the adequacy of the present surplus 
per share. Professor Howell advocates 
a pay-out ratio of 80 per cent although, 
based on his computations, the pay-out 
ratio would be less. Mr. MacIntosh, 
basing his reasoning in part on the 
historic record of the company, feels 
a pay-out ratio of 80 per cent would 
be safe. The company’s witness 
MacMillan contends for a pay-out 
ratio of approximately 65 per cent. 

Obviously, if the surplus of any 
company is adequate, the need to 
increase it disappears and a higher 
pay-out ratio is fully justified. As 
justifying the adequacy of the present 
surplus of the Bell System (there is 
no point in discussing the existing 
small surplus of the New York Com- 
pany since it has been the historic 
practice of the Bell System to withdraw 
most of the New York Company earn- 
ings in the form of dividends), Messrs. 
Howell and MacIntosh .point to the 
fact that during the depression years 




















of the 1930’s the reduction in surplus 
per share was considerably less than 
the amount of the presently existing 
surplus. 

In this testimony they are buttressed 
in two respects. 

Professor Albert G. Hart, one of the 
outstanding students of economics in 
the United States, testified that the 
elimination of the structural weak- 
nesses in the economic pattern and 
changed governmental policies have 
made it improbable that there would 
be a depression of the length or sever- 
ity of that existing in the 1930’s. 

The book value of American Tele- 
phone and Telegraph stock as of De- 
cember 31, 1953, was $144.47. Of 
this, $17 plus represents earned sur- 
plus. The balance above the par value 
of $100 per share represents premiums 
paid on the sale of capital stock. This 
balance, of course, is legally available 
for dividends, The company claims it 
would not be sound business judgment 
to invade this amount for the purpose 
of dividends; however, it does afford 
something of a cushion and would 
permit a greater exhaustion of surplus 
than would be possible if no such cush- 
ion existed. 

The company counters these argu- 
ments by showing that the level of 
earnings was higher at the beginning 
of the depression of the 1930’s than 
the present level. 

All of the witnesses agree to the 
obvious proposition that in good times, 
periods of expanded business activity, 
a surplus should be built up to provide 
for periods of decline. It is clear that 


in the period following World War II 
surplus per share has not increased to 
the extent that it did during the period 
The fact that a larger 


of the 1920's. 
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surplus has not been created has, in 
part, been occasioned by the taxing 
policies of the national government. 
The war taxes during World War II 
made it virtually impossible for the 
company to add materially to its sur- 
plus irrespective of its earnings before 
taxes. The heavy tax burden since 
World War II has made the costs of 
building up surplus expensive to the 
consumer and perhaps tempted reg- 
ulatory commissions to hold provisions 
for surplus to a minimum in the hope 
that the tax burden would become less. 


As has been previously pointed out, 
the amount of debt ratio and the proper 
amount of surplus have certain direct 
relationships. Mr. Szold testified on 
behalf of the company that it is more 
important to reduce the debt ratio than 
to build up the surplus per share al- 
though at the same time he stressed 
the need of the latter. It is beyond 
controversy that the lower the debt 
ratio the safer a higher pay-out ratio. 
We believe it is conceded, at least as 
a temporary expedient, that the surplus 
can be protected by temporarily using 
a higher percentage of debt than would 
be desirable as a long-time objective. 
An increase in surplus beyond the point 
of reasonable safety, in addition to the 
cost resulting from the tax structure, 
is expensive in another particular. 
All witnesses agree that the principal 
consideration governing the market 
price of the company’s stock is the 
amount of dividends paid (coupled, 
of course, with a reasonable assurance 
that payment will be continued) and 
that retained earnings do not substan- 
tially contribute to the market price of 
the stock. 

Mr. Szold, who advocates a surplus 
approximately double the present sur- 
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plus per share, believes that, although 
the increase is required as a factor of 
safety, the investing public would not 
reflect the increase in safety in the price 
it is willing to pay for the stock and 
that, assuming his recommended objec- 
tive as to surplus were attained, the 
appreciation in the stock would be pos- 
sibly somewhere between $2 and $3 
ashare. Thus, we have the company’s 
own evidence to the effect that the 
increase in surplus would not produce 
economies in the cost of raising money 
and, except as to the amount of pay- 
out ratio, would not be a major factor 
in fixing the rate of return. 

The statute authorizes us in fixing 
rates to consider “the necessity of 
making reservation out of income for 
surplus.” If the economy is pros- 
perous it follows that there will be 
a continuing construction program 
which must be financed by the sale 
of securities so, as a minimum, there 
must be provision to prevent a dilution 
of surplus per share beyond the point 
where there no longer exists an ad- 
equate margin of safety. On the other 
hand, if we were to envision (and we 
do not) a condition so serious as to 
result in a major reduction of the 
number of telephones in use, it might 
be impracticable to attempt to increase 
the surplus or even hold it at its 
present figure at a time when increased 
rates would be both exceedingly bur- 
densome and might accelerate the de- 
cline in business. 

[16] In addition to earnings suf- 
ficient to continue a $9 dividend, the 
Bell System is entitled to earn enough 
to reasonably insure that its surplus 
will be sufficient to meet the needs of 
an unexpected recession or to protect 
against dilution because of reasonable 
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and required financings. As previously 
stated, reduction in debt, like increases 
in surplus, is an element of safety. Nor 
do the company’s witnesses disagree: 
The Bell System has and is making 
rapid progress in the matter of safety 
factors. Since 1949 its debt ratio has 
decreased from above 50 per cent to 
almost 38 per cent at present writing 
and its surplus per share, despite the 
heavy dilution caused by the sale of 
additional shares, has increased about 
$3.25 from 1949 to the end of 1953. 

The city of New York criticizes 
Professor Howell’s testimony in cer- 
tain respects, one being that his com- 
putation of rate of return is based upon 
an interest rate of 34 per cent for future 
debt. In this connection it must be 
remembered that Professor Howell 
based his computations upon a debt 
ratio approximating 45 per cent rather 
than the existing capital structure. 
While the difference in the interest rate 
makes a very minor difference in his 
computed rate of return, we think it 
is clear that an interest rate of 34 
per cent is too high if applied to the 
present capital structure. 

[17] One factor in considering the 
proper rate of return is the question as 
to whether or not the New York Com- 
pany furnishes its fair share of the 
requirements of the Bell System. 
American Telephone and Telegraph re- 
ceives its revenues from three sources: 

(1) From its long-lines department 
which handles interstate toll messages 
(not exclusively but as the connecting 
carrier on major routes). Interstate 
rates are fixed by the Federal Com- 
munications Commission. 

(2) From its return on its invest- 
ment in Western Electric, which is a 
producer and seller of telephone sup- 
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plies. This return is not actually fixed 
by any regulatory commission. How- 
ever, since an excessive rate of return 
might be disallowed in part in a rate 
proceeding 1 y a regulatory commis- 
sion, there is as a practical matter 
a ceiling on Western Electric’s earn- 
ings. 

(3) From the earnings of the as- 
sociated companies which operate in 
every state and whose rates are fixed 
either by state commissions, or in a 
very few jurisdictions at a federal or 
local level. The great majority of the 
jurisdictions use the same kind of rate 
base in use in this state, which is one 
based upon original cost, and follow 
similar depreciation methods (prob- 
ably over 75 per cent of the dollar 
value of plant in service is located in 
jurisdictions following a rate base ap- 
proach similar to that in New York). 

[18] The various states differ in 
their treatment of capital structure. 
Some have used a theoretical capital 
structure based on expert testimony, 
some have used the debt structure 
of the Bell System as a_ whole, 
and some have used the debt struc- 
ture of the subsidiary operating 
in the jurisdiction fixing the rates. 
If, however, all are reduced to 
the common denominator of an in- 
vestment rate base we find that his- 
torically the rate of return of the New 
York Company has been slightly in 
excess of the earnings of the system 
as a whole, and that for the year 1953 
the New York Company’s net earnings 
were .08 of a percentage point higher 
than the system as a whole. The 
preliminary figures for the first quarter 
of 1954 indicate that that ratio is not 
being maintained and that, while the 
rate of return of the New York Com- 


pany dropped in that quarter, the earn- 
ings per share of the system as a whole 
show a slight increase. Assuming 
(and we make no findings on the 
subject) that a pay-out ratio for the 
Bell System as a whole of 75 per cent 
is presently justifiable and that the $9 
dividend should be maintained, Amer- 
ican Telephone and Telegraph consol- 
idated would be required on that basis 
to earn $12 per share. 

The New York Company’s required 
contribution would be something less 
than $9 since American Telephone and 
Telegraph is presently disposing of 
its stock through conversion on a basis 
which produces approximately $137° 
a share and buys New York stock at 
$100 a share. If we use the actual 
earnings per share of the Bell System 
for the year 1953 of $11.71, New 
York’s required contribution would be 
still less. Here again, however, we 
are apt to get mathematical results 
which disregard the realities. The 
investment of American Telephone and 
Telegraph in associated company 
equities is financed in part by debt. 
The New York Company’s debt ratio 
is presently substantially less than that 
of the Bell System as a whole and 
for the year 1953 was approximately 
8 percentage points lower. To reach 
comparable figures, it would be neces- 
sary to average the debt ratio. Any 
such computation would, of course, 
again reduce the earnings per share 
required from the New York Company 
to pay its proportionate share. 

Even in this regard, however, there 
is controversy. Two expert witnesses 
have testified that the credit standing 





6 At the present market this figure as else- 
where discussed is less than could be obtained 
by new financing. 
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of the New York Company is better 
than the Bell System as a whole, while 
two others testified that its credit 
standing is substantially identical with 
the Bell System. While we are forced 
to conclude that, if the New York 
Company were an independent entity 
it might well have a credit standing 
better than the Bell System, the fact 
cannot be overlooked that in the minds 
of the public the Bell System is re- 
garded as a unit. Accordingly, the 
credit of the Bell System as a whole 
tends to raise the credit standing of 
its weaker members and any loss in 
credit standing of the whole system 
tends to injure the credit of stronger 
members such as the New York 
Company. 

[19] In the previous cases we in- 
dicated that a rate of return in the vi- 
cinity of 6 per cent would be proper; 
in the first case indicating one slightly 
below and in the second slightly above 
that figure. A rate of return is not 
like fixed interest paid by a savings 
bank, but should be so designed that, 
over reasonable periods, the company 
will receive an average return close to 
the target amount. In a business hav- 
ing seasonal variations the return will 
vary from period to period. As a 
longer range objective, there must ex- 
ist certain degrees of tolerance. A 
rate measured in hundredths of one 
per cent, which is higher than the indi- 
cated rate, does not call for a rate re- 
duction, nor does a similar drop below 
the indicated percentage require con- 
trary action. It is not possible to fix 
rates with any such nicety. 

In comparing the rate of return 
which should be fixed now with that 
which was proper in the previous case, 
there are certain changes, some minor, 
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others more important, which should 
be commented upon: 

(1) Interest rates, stiffened up to 
June of 1953 and since that time, have 
declined, but not to their earlier level. 

(2) The Korean War brought an 
apparent increase in prosperity (no 
prosperity based on war is real) and 
the termination of those hostilities, 
coupled with other factors, tended to 
produce a lessening of business activity. 
As a result, the last six months of 
1953 were not comparable to earlier 
periods and the first quarter of 1954 
was relatively the worst quarter in the 
telephone business for some years. If 
the tendency shown in the first quarter 
establishes the trend for the future, it 
might, in addition to its effect upon 
operating expenses, cause changes in 
the cost of money to the Bell System. 


Thus far, the cost of money has not 
been affected since the sale price of 
American Telephone and Telegraph 
stock has currently reached $175— 
the highest price at which the stock 
has sold in about seven years. If this 
market appraisal should continue, the 
cost of equity financing should be 
cheaper in the future than during the 
immediate postwar period. Professor 
Howell testified that the stock of the 
parent company could be issued at 
about ten points below the market 
without financing difficulties. Even 
allowing a more generous underpric- 
ing, the cost of equity capital as of the 
moment would be far less than the 
level existing during the historic pe- 
riod used by Professor Howell. The 
American Telephone and Telegraph 
has been receiving approximately $137 
per share from the public or at an 
equity cost of 6.6 per cent. Even with 
a more generous allowance for under- 

















pricing than Professor Howell testi- 
fied is necessary, it would seem that 
the stock could presently be disposed 
of at a cost appreciably below 6 per 
cent. However, there is great dan- 
ger in making any spot appraisal. The 
subject is discussed mainly because of 
the widely accepted belief that the 
voice of the market place indicates that 
the business recession, which seemed 
so obvious in the first quarter of 1954, 
was merely a temporary economical 
lapse, and that business may be ex- 
pected to continue on the upgrade and 
with a resultant increase in telephone 
revenues. 


The Relation of Debt Ratio to Return 


There has been a constant decline in 
the debt ratio, both of the Bell System 
and the New York Company. If, as 
the company contends, this produces 
an added margin of safety, it should 
also have a tendency to reduce the re- 
quired rate of return. In explanation 
of its ability to borrow money cheaply 
when its debt ratio was considerably 
higher than at present, the company 
insists that its credit standing was not 
affected by its higher debt ratio in the 
past because of the expectations in the 
mind of the public that such ratio 
would be reduced. However, there is 
an alternate method of treating the 
existing New York Company debt 
ratio. Since, debt financing, within 
reasonable limits, is cheaper than 
equity financing, a lower debt ratio in 
the New York Company, as com- 
pared with the Bell System, tends (as- 
suming the same rate of return) to 
load New York customers with a high- 
er capital cost. That higher cost on 


the basis of the respective debt ratios 
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of the Bell System and the New York 
Company, at the beginning of this year 
(expressed in terms of revenue), 
would be something over $3,000,000. 
In other words, had the New York 
Company debt ratio been the same as 
the average of the Bell System, reve- 
nues reduced by that amount would 
have produced the same rate of return. 
To state it conversely and in terms of 
rate of return, assuming a 6 per cent 
rate of return was proper for the Bell 
System, the New York rate of return 
could properly be less by the ratio that 
this amount bears to the New York 
rate base after proper adjustment for 
taxes (about .12 of a percentage 


point). 


Proposed Changes in Tax Laws 


[20] The Bell System now files 
consolidated tax returns to avoid the 
intercorporate dividend tax. Under 
the income tax law, existing at the 
completion of this case, a penalty of 
2 per cent must be paid making the 
rate 54 per cent. The proposed tax 
bill, as passed by Congress, would re- 
move this penalty of 2 per cent. It 
was urged that the New York Com- 
pany is entitled to credit for such tax 
savings. Neither the intercorporate 
dividend tax nor the penalty for filing 
a consolidated return has ever been 
paid by the New York Company. This 
commission would not have permitted 
it to be done, if attempted. It would, 
therefore, be inconsistent to use any 
such tax savings in a readjustment 
of the New York Company’s figures. 
The amount of savings if the proposed 
tax bill becomes law, however, does 
have a material bearing since the cost 
to American Telephone and Telegraph 
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of the dividends received from the New 
York Company would be reduced. The 
New York dividends would then be- 
come nontaxable when transferred to 
the parent and, by elimination of the 
tax, their value would be increased. 
For example, a tax-exempt bond has a 
higher value than a similar bond which 
is taxable, hence will sell on a lower 
yield basis. Since the removal of any 
tax increases the effective yield, a 
somewhat lower rate of return would 
be indicated. 

Rate of return, as referred to herein, 
is discussed upon a company-wide 
basis. The rate of return on toll should 
be somewhat higher than the over-all 
rate indicated here. Operations within 
the state of Connecticut not only pro- 
duce no return, but result in a small 
actual loss. 


Adjustments Suggested by Various 
Parties 


Bond Refunding 


The company, about June, 1953, 
issued $35,000,000 of mortgage bonds 
bearing an interest rate of 3% per cent. 
These were issued at approximately 
the time that the cost of money in 
the bond market was close to its 
highest point within many years and 
the rate of interest is substantially 
higher than the rate being paid on 
other New York Company obligations 
or similar obligations of the Bell Sys- 
tem. A refunding of these bonds, 
which the company is presently con- 
sidering, on the present market, would 
produce an appreciable saving in the 
interest charge. 


Pension Payments 


[21-23] The company has for 
many years provided pensions for its 
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retired employees. In 1941 the com- 
pany made certain computations which 
led to the conclusion that an additional 
$68,000,000 (subsequently reduced to 
$65,000,000 by a transfer from sur- 
plus) should have been placed in its 
pension fund to provide an amount 
equal to its then-existing pension 
actuarial reserve requirement. Since 
that date it has annually accrued cer- 
tain amounts on its books and paid 
an equivalent amount into the fund. 
On the item of $65,000,000 (usually 
referred to as the freezing item) it has 
paid into the fund interest at the rate 
of 2? per cent since the end of 1950. 

The company’s estimate of the 
amount which it will accrue for pen- 
sions in the current year is challenged 
by the city of New York as being 
excessive by approximately $4,800,- 
000. The city produced witness Sven 
Hansell, an actuary, who presented fig- 
ures in an effort to justify this reduced 
payment. 

The difference between the com- 
pany’s figures and those produced by 
Mr. Hansell arises from two factors. 
First, the use of 1 3 per cent interest 
factor instead of the 23 per cent used 
by the company (the actual interest 
earned by the fund in 1953 was just 
under 3 per cent and for the two pre- 
ceding years was under 23 per cent) 
and, second, the use of different data 
on prior-to-age-65 retirements. 

It, however, is not necessary to pass 
upon these questions in the light of 
more important issues presented in 
connection with the pension question. 
There is no claim that the company 
receives any benefit by reason of any 
alleged overaccrual An amount 
equal to the accrual is deposited in the 
pension fund and is for the sole bene- 





















fit of the employees. Any error in 
estimating that amount is reflected in 
the levels of rates payable by present 
or future telephone subscribers. Cur- 
rent excessive accruals benefit future 
subscribers. The converse benefits 
present subscribers. 

Mr. Hansell suggests in his testi- 
mony that, since the telephone com- 
pany is completely solvent the employ- 
ees’ benefits do not need the protection 
of a fully funded plan as in the case 
of a weak industry where the funded 
amount is the sole guarantee that the 
pension obligation would be met. 
This commission has recently wit- 
nessed the shocking example of the 
purported pension system of the Third 
Avenue Railroad where the money to 
meet the pension payments that the 
employees of that company had been 
led to expect is nonexistent. While, 
as the witness suggests, the supervi- 
sion of a strong company need not 
perhaps be as vigorous and as detailed 
as that of a weak company, neverthe- 
less, when an obligation has been in- 
curred under which the employees of 
any company have vested rights, this 
commission has no authority in law 
to revise the bargain and to take from 
labor that to which it is contractually 
entitled. 

Of course, as we have repeatedly 
stated in many opinions dealing with 
this subject, payments into pension 
funds should be upon a logical and rea- 
sonable basis so that one year’s cus- 
tomers will not be burdened with 


amounts payable in another year. Mr. 
Hansell, himself, suggests that, if the 
plan is not adequately funded, there 
may come a time when this commis- 
sion must raise rates sufficiently to 
meet pension obligations. 
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We appreciate that there will be 
variations in actual experience from 
year to year. A war or other economic 
factors having a distinct relationship 
to the turnover in employment in any 
industry may completely change the 
picture. We doubt, therefore, that it 
is possible to more than approxi- 
mate expected retirements. The 
crucial question is not what expe- 
rience we should select in making 
an estimate for any given year but 
whether the fund as it now stands 
with the expected contribution for the 
year 1954 is sufficient. Mr. Hansell, 
himself, admits that instead of there 
being too much money in the fund 
as of the present time the unfunded 
liability has unquestionably grown 
since 1941. The company’s figures in- 
dicate the same thing. Under the 
facts, as they now exist, there is no 
reason for the reduction in current ac- 
cruals. 

Clearly, either under Mr. Hansell’s 
theory or that of the company, a por- 
tion of the money which will be paid 
into the fund in 1954 represents an 
effort to reduce the deficiency and 
to provide greater assurance to the 
company’s employees that their pen- 
sion rights are safe. 


Reduced Rates to Employees 


[24] Another practice of the com- 
pany in dealing with its employees was 
challenged in this case. After six 
months of service, all employees now 
receive a reduction of 50 per cent in 
their bills for local service. Certain 
other employees received all telephone 
service free, dependent upon the na- 
ture of their duties and length of 
service. (This practice is authorized 
by law, §92 Par. 3, Public Service 
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Law.) It is urged either that this 
practice should be forbidden or that 
the amount which the company remits 
should be treated as income for the 
purpose of fixing rates. The company 
defends this practice upon the ground 
that it is to its own interest for all 
employees to have telephones and that 
it is essential to good service. 

Here, as in the discussion on pen- 
sions, interference with the judgment 
of management would be injecting the 
commission into what amounts to the 
company’s present contract of em- 
ployment. There can be little doubt 
that, if these privileges were abolished, 
the company would be faced with a 
demand for increased compensation in 
an equivalent amount and, therefore, 
no saving to the public would result. 
That alone would be sufficient reason 
to refuse to prohibit the practice but 
this decision is not based on such 
narrow grounds. 

[25] This commission has repeat- 
edly asserted its position that it will 
not interfere with the collective bar- 
gaining rights which have become in- 
herently part of our American system 
and that any payment or benefit given 
labor, in the absence of proof of bad 
faith, is presumptively a proper ex- 
penditure for fixing rates. Any effort 
on our part to curtail or limit a re- 
duced telephone rate to employees 
would be as improper as if we were 
to attempt to fix the number of paid 
holidays or limit any other right which 
has been given as a result of an under- 
standing between employer and em- 
ployee. 


Rate Structure 


[26] For many years this commis- 
sion has used the so-called state-wide 
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method of fixing telephone rates un- 
der which uniform rates are fixed for 
exchanges of approximate size. The 
commission has adhered to this theory, 
despite the many changes which have 
occurred in its personnel since this 
principle was first adopted. In fact, 
there have been at least four different 
chairmen during that period. In our 
opinions in Case 14131 (1950) 84 
PUR NS 267, and Case 15235 (1951) 
91 PUR NS 231, we discussed this 
practice and the reasons underlying it 
in detail. 

An appeal was taken from our de- 
cision in Case 14131, supra, and our 
decision was unanimously affirmed 
(1952) 279 App Div 817, 92 PUR 
NS 143, 109 NYS2d 131. A further 
appeal by permission was taken to the 
court of appeals but that appeal has 
been dormant for something over two 
years and there is no assurance that it 
ever will be argued. This method of 
fixing rates should not be changed 
without the most convincing proof 
that some other method is better and 
that the change will receive the judi- 
cial sanction that the present method 
has obtained. 

[27] The city of New York pre- 
sented as a witness Manfred Toep- 
pen who proposed a theory of fix- 
ing rates known as a message-mile- 
minute formula. To the best of our 
knowledge this formula has not been 
adopted for fixing exchange rates by 
any jurisdiction. Under this formula 
exchange rates would be fixed on a 
combination of the number of calls 
made, the length of conversation, and 
the average distance within the ex- 
change which calls travel. Rates, of 
course, would be fixed on a uniform 
basis for each exchange irrespective of 
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the use made by the individual sub- 
scriber. The witness would further 
modify the formula by a coefficient 
which would reduce the weight given 
to distance. In the use of such a co- 
efficient the witness is correct in prin- 
ciple, inasmuch as it is well known 
that as distance increases the cost per 
mile decreases. His method of arriv- 
ing at it is most questionable. 

The formula produces weird results. 
Mr. Toeppen’s exhibits show that 
two communities of the same size 
might have a great difference in rates 
depending upon the social habits of the 
community. If we can trust the comic 
strips, the telephone habits of the 
adolescent female might well be the de- 
termining factor in fixing rates. How- 
ever, without discussing the theory 
in detail, there is not sufficient data 
to apply it equitably as the basis of 
fixing rates. Such data could be ob- 
tained but at a large and continuing 
cost. It would, among other things, 
require the timing of each individual 
telephone call. Methods of regula- 
tion which increase cost of service 
are not in the public interest. 

It was stated that the application 
of this theory would show that the 
subscribers in the city of New York 
were paying far more than their fair 
share for telephones. It developed 
that, in the calculations of the witness, 
he had omitted approximately $10,- 
000,000 of revenue. With the use of 
correct revenue instead of the amounts 
incorrectly used, plus the apparent in- 
correct derivation of his coefficient, it 
is now argued by some parties to the 
case that upon the testimony of its 
own witness, as modified, the city of 
New York is paying less than its fair 
share. Since we do not adopt the 


theory and find it is not sustained by 
the evidence, this latter argument 
needs no comment. 

It is mentioned only because the 
testimony of this witness illustrates the 
great danger of an untried theory ad- 
vanced by a special pleader. 

In fairness to counsel for the city 
of New York, it should be stated that 
when apprised of the witness’ error, 
three corrected exhibits were intro- 
duced. 

One criticism made by the witness, 
however, respecting the existing rate 
schedule has considerable merit and 
that is the apparent disparity in the 
rates in the larger exchanges between 
flat rate business service and message 
business service. This should be elim- 
inated and the company will be in- 
structed to submit a proposal to revise 
its schedule accordingly within the 
next six months’ period. Immedi- 
ate action to that end is not ordered 
since there is no assurance from the 
record that any necessary mechanical 
readjustment can be accomplished 
forthwith. 


Accounting for Net Wiring Loss 


[28] Throughout the case the com- 
pany has contended for rates which 
would increase its surplus and there- 
by give its investors protection in 
times of decreasing business. In its 
present method of accounting there 
is one item which has the reverse 
effect and which is against the best in- 
terests of both investors and subscrib- 
ers. While the company is required to 
keep its accounts in conformance with 
the rules of the Federal Communica- 
tions Commission, we are unaware of 
any effort made by the company to 
revise its accounting procedure. 
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The attempt to fix equitable rates 
in a period of business uncertainty is 
at best a worrisome process. Ina tele- 
phone case, moreover, the problem is 
made artificially worse by an archaic 
feature of the telephone accounting sys- 
tem—the so-called net wiring loss 
charged to maintenance expense— 
which tends to compound or exagger- 
ate the effect upon earnings of either 
a business depression or a business 
boom. This tendency manifested it- 
self in company estimates for 1954 
when a drop in revenues per station 
was accompanied by a sharp rise in 
maintenance charges, partly due to the 
cause under discussion. That prac- 
tical effect condemns it as much as does 
the bad principle involved: the fact 
that the original cost of installations, 
drop, and block wires are charged to 
operating expenses after the property 
has gone out of service, instead of 
spreading the cost over its service life 
in accordance with standard deprecia- 
tion accounting principles. 

The staff of this commission for 
many years has urged a reform in this 
practice. These urgings have been re- 
inforced by repeated statements from 
members of the commission. Any sys- 
tem of accounting which exaggerates 
expense in poor times is neither in the 
interest of the subscribers nor the in- 
vestor. A reform in this accounting 
method should be adopted. 


Required Earnings 


[29] Whether the company is en- 
titled to an increase in existing rates 
and, if so how much, depends in large 
measure upon the level of business 
activity. 

The company’s estimate (for 1954), 
made at the beginning of that year, 
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projected that an average of about one- 
quarter million telephones would be 
added to its present number in service. 
After consideration of the resultant 
additional income, it was estimated 
that the company would earn about 
$3,000,000 less in 1954 than in 1953 
upon a net rate base of about $100,- 
000,000 more. That estimate was pred- 
icated upon a moderate decline in 
business activity (about 5 per cent). 
After receipt of the preliminary act- 
ual results for the first quarter of 
1954, the company submitted a revised 
study estimating its net income for 
the year to be about $1,500,000 less 
than its previous estimate. 

Certain of the company’s expenses 
will be increased in any future year. 
As of December 1, 1953, a wage con- 
tract was entered into which requires 
additional annual expenditures of be- 
tween $8,000,000 and $9,000,000. 
Real estate taxes, particularly in the 
city of New York, will be very ma- 
terially increased. The company 
will have a larger investment in plant 
which has been taken into considera- 
tion in discussions of the rate base. 

If the company’s estimates are suf- 
ficiently valid to have sustained the 
burden of proof, the company is en- 
titled to an increase; otherwise not. 
Their validity depends almost entirely 
on the trend of general business con- 
ditions which in turn directly affect 
telephone revenues. Certain factors 
appear to be established by the evi- 
dence, viz.: 

(1) The earnings for 1953 were 
sufficient. 

(2) The last six months of 1953 
showed a decline in earnings which 
was accentuated in the first quarter of 
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1954 when the company’s earnings 
were below its own estimate. 

(3) The second quarter of 1954 
showed an upturn in earnings which 
were sufficient not alone to cover the 
company’s estimate for that quarter, 
but to repair the deficiency of the first 
quarter. The company points to the 
fact that as a result of this upturn its 
first estimate (the January view) ap- 
proximated the actual results for the 
first six months of this year. 

(4) Normally the third quarter 
would be the poorest quarter in the 
telephone business. 

(5) The company earned approxi- 
mately 6 per cent for the twelve months 
ending June 30, 1954, on the rate 
base used in its monthly reports. 
This is an investment type of rate 
base but is based on invested capital 
rather than on property as in the rate 
base used by us. For the first six 
months of 1954 the use of the compa- 
ny’s rate base rather than the one 
found by the commission would pro- 
duce a rate of return lower by about 
.15 of a percentage point. However 
the company’s figures include certain 
items of nonoperating income so that 
the final adjustment, expressed in 
terms of rate of return, would be very 
minor. 

(6) The rate of return reported by 
the company for the first six months 
of 1954 was 5.91 per cent without any 
adjustment for the difference in capital 
structure between the Bell System and 
the New York Company’s average. 
Such an adjustment, if made, would 
bring the rate again to 6 per cent. 

(7) The company’s future rate of 
return will be affected by the so-called 
attrition factor. Normally, new 
plant will produce additional revenue. 


However, with the retirement of low 
cost plant and the substitution therefor 
of higher cost plant, unit costs are in- 
creasing with the result that the re- 
turn per unit would drop unless net 
income per unit increases. Witnesses 
for the company testified that this 
factor alone would normally reduce the 
rate of return by approximately .33 of 
a percentage point per year. While 
this estimate may be slightly high, the 
attrition factor does exist and does 
affect estimates of the company’s 
future rate of return. That part of 
this factor has been absorbed appears 
indicated by the fact that the rate of 
return for both the last twelve months 
and the last six months is approximate- 
ly 6 per cent. 

Again the fact is worthy of repeti- 
tion—the company’s future earnings 
depend upon the trend of business. 
The question is—what period or 
periods are significant in  estab- 
lishing a trend? Should the figures 
for the last six months of 1953 and 
the first three months of 1954 be taken 
at their face value? Are we to say 
that the upsurge in the second quarter 
of 1954 was seasonal and temporary? 
If so, the company’s estimates for the 
year are sufficiently accurate to be used 
as a basis in fixing rates. On the other 
hand, if the second quarter of 1954 
is taken as the significant period and 
the first quarter results are considered 
as evidencing a temporary but real and 
nonrecurrent recession in business, 
the company’s estimates for the future 
lose much of their validity. 

At the time the company made the 
rate proposal to us the trend was defi- 
nitely downward. At the moment, al- 
though admittedly based upon a short- 
range view, the trend is definitely in the 
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other direction. The enhanced market 
value of the company’s securities 
since this case started has been pre- 
viously commented upon. Before the 
commission lies the choice of making a 
determination on one of two pieces of 
differing short-range data, neither 
having the conclusiveness upon which 
a case of this importance should be 
decided. On this issue the company 
has the burden of proof. We do not 
feel that they have sustained it and 
that the better evidence indicates that 
the first three months of 1954 were a 
temporary recession and that their re- 
sults do not provide a valid guide to 
the future. 

Our conclusions are reinforced by 
the fact that the company is cur- 
rently earning at the approximate 
rate of 6 per cent and that there- 
fore its present earnings lie with- 
in the zone of tolerance that we 
have outlined in determining rate 
of return and revenue requirements. 
There is some evidence to indi- 
cate that in the not too distant fu- 
ture the rate of return will drop 
through the operation of the attrition 
factor or otherwise to a point where 
the company will be entitled to rate 
relief. That point has not yet been and 
if business continues to improve, may 
not soon be reached. If and when 
that time arrives, as is stated in the 
brief for the city of New York, we 
can act promptly if the need arises. 


Hotel Rates 


The hotels request that we increase 
the charges which they may make to 
their patrons, based partly upon ex- 
pected increases to them under the 
company’s proposal and, in addition, 
thereto, due to increased costs in their 
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own operations. The evidence dis- 
closes that there are a number of ho- 
tels, even without an increase in rates 
charged by the company, that are los- 
ing money on the present service ren- 
dered guests for outside communica- 
tion. There are likewise a number 
of hotels which are being fully com- 
pensated. In general, the higher 
priced hotels with presumably more 
extensive service belong in the first 
group and the lower priced hotels in 
the second. 

It is difficult to design a system of 
charges which is fair to every hotel. 
At the present time the hotel customer 
is charged 16 cents for an outgoing 
call. This more than covers the cost 
of the outgoing call and absorbs part, 
and in some cases, all of the cost of 
an incoming call. The charge has 
reached a level where in a number of 
the lower priced hotels it appears ob- 
vious that an increase in rates would 
drive the hotel customer to the use 
of a coin box and would have the ef- 
fect of reducing the over-all revenue. 
Several alternatives have been sug- 
gested : 

(1) A flat charge to the guest for 
the use of a telephone. 

(2) Acharge on incoming calls. 

The hotels object to any such rate 
formulas and contend that they would 
be impractical. 

[80] The hotels further insist that 
they be placed on the residential rate. 
Such a rate would pass a portion of 
the expense of operating hotels to the 
general public. This argument for a 
preferential rate has been previously 
raised and again we find no merit 
in it. 

Under all the circumstances there 
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Appropriate orders should be en- 
tered ordering the cancellation of the 
schedules under suspension and deny- 






appears no reason for increasing the 
present charge on outgoing calls. 





Conclusion 


We find that the proposed rates 
have not been justified. 


ing the cross petition of the hotels. 





NORTH DAKOTA PUBLIC SERVICE COMMISSION 


Re Northwest Mutual Aid Telephone 


Corporation 


Case No. 5179 
August 27, 1954 


PPLICATION by co-operative telephone company for authority 
to charge nonmembers additional monthly rate; approved. 


Discrimination, § 95.1 — Telephone co-operative — Additional charge to non- 


members. 


A co-operative telephone company should be authorized to charge non- 
members an additional monthly rate in order to provide an incentive for 
subscribers to become members and consequently enable the co-operative to 
obtain additional membership fees to finance a proposed conversion to dial 


system. 


> 


Findings of Fact, 
Conclusions and Order 


By the Commission: On June 23, 
1954, Northwest Mutual Aid Tele- 
phone Corporation, of Columbus, 
North Dakota, filed an application 
with the public service commission 
requesting authority to make a charge 
of 25 cents per month for telephone 
service furnished to nonmembers in 
addition to the established monthly 
rate for members. 


The application was set for public 
hearing at Ray, North Dakota, on 
August 17, 1954; all interested par- 
ties were notified of said hearing in 





the manner provided by law; the hear- 
ing was duly held before Commis- 
sioner E. H. Brant, and the following 
appearances were entered: 

Dean Winkjer, Williston, appearing 
for Northwest Mutual Aid Telephone 
Corporation, applicant; Clarence E. 
Bryant, Chief Engineer, public service 
commission. 

Upon consideration of the applica- 
tion, and the evidence of record in this 
proceeding, the commission finds that: 

(1) Applicant, Northwest Mutual 
Aid Telephone Corporation, is a mem- 
bership corporation organized and 
existing under the laws of the state 
of North Dakota for the purpose of 
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furnishinig telephone service to mem- 
bers at cost and not for profit. 

(2) Applicant now furnishes tele- 
phone service for approximately 570 
subscribers in its present manually 
operated exchanges at Ray, Wildrose, 
McGregor, Alamo, and Epping, North 
Dakota. Applicant plans to convert 
said telephone exchanges to dial oper- 
ation within the next few months, and 
also to establish new dial exchanges 
at Marmon and Round Prairie, North 
Dakota. 

(3) Applicant proposes herein to 
charge 25 cents per month for dial 
telephone service furnished to non- 
members in addition to the estab- 
lished monthly rate for members, to 
encourage subscribers to become mem- 
bers of the co-operative by providing 
an incentive therefor, and to compen- 
sate members of the co-operative for 
providing “equity funds” necessary to 
construct and operate the telephone 


system. Funds to finance construction 
of applicant’s proposed dial telephone 
system will be obtained from member- 
ship fees, or equity funds, of $50 for 
each subscriber, and from a loan from 


the Rural Electrification Administra- 
tion. Applicant anticipates that it will 
furnish telephone service for certain 
transient subscribers, and _ others, 
where membership in the co-operative 
would be impracticable. 

Upon consideration of the foregoing 
findings of fact, the commission con- 
cludes that the proposed charge of 25 
cents per month to nonmembers for 
dial telephone service in addition to 
the established monthly rate for mem- 
bers is just and reasonable. 


ORDER 


Now, therefore, it is ordered that 
Northwest Mutual Aid Telephone 
Corporation, of Columbus, North Da- 
kota, be and hereby is authorized to 
make a charge of 25 cents per month 
for main station, dial telephone serv- 
ice furnished to nonmembers in addi- 
tion to the established monthly rate 
for members of the corporation. 
(Nonmembers are subscribers who 
have not paid the established corpo- 
rate membership fee, or are not mak- 
ing payments thereon. ) 
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DELTA-STAR Builds a Complete [ine 








OF RUGGED, DEPENDABLE, GROUP-OPERATED 


OUTDOOR SWITCHES | 


TO MEET EVERY REQUIREMENT | 


VERTICAL BREAK 
HORIZONTAL CENTER BREAK 
HORIZONTAL SIDE BREAK 


Within the complete line of sturdy, 
reliable Delta-Star Outdoor Switches 
there is a design which will meet 

your requirements exactly and give 
years of trouble-free service. 
Delta-Star has long been known for 
its constant research and engineering 
development of high voltage switching 
equipment and the present line has 
won wide-spread acceptance and 
approval. High pressure contacts have heavy 
silver inlays and each design provides a high 
conductivity current path with a minimum 
of current interchange surfaces. Operating 






mechanisms are simple, strong and easy to install. 

Economy and service are inherent in every Delta-Star Outdoor Type MK-40 
Switch from 7.5 through 330 KV. and use has proved again that true 23 KV-600 amp. 
value is determined not by the initial investment but by the service agree 


rendered over the years. 


WHEN YOU WANT THE BEST IN HIGH VOLTAGE EQUIPMENT SPECIFY DELTA-STAR 





H. K. PORTER COMPANY, INC. 


OF PITTSBURGH 
2437 FULTON STREET, CHICAGO 12, ILLINOIS 
DISTRICT OFFICES IN PRINCIPAL CITIES 
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other %2-, %-, and 1-ton trucks. It’s low-cost 
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Industrial Progress 


Public Service of Okla. Plans 
$40,000,000 Expansion 


UBLIC Service Company of Okla- 
oma has announced a $40,000,000 ex- 
insion and modernization program of 

s Culsa generating station which, ac- 
ding to the announcement, will 
ake it one of the largest west of the 

Glississippi river. 

The program provides for installa- 
on of three high-pressure, high- 
pniperature steam electric-turbo gen- 
rators and companion boilers, for 
thich orders have been placed. In- 


The expansion and modernization 
s expected to result in doubling the 
apacity of the present generating 
acilities. 


A Consol. Ed. to Build New Plant 
In Westchester County 


ri{E Consolidated Edison Con. of 
Yew York, Inc., recently announced 
: purchase of 340 acres near Peeks- 
ill, at Indian Point, for the construc- 
ion of a huge generating plant to meet 
he electrical needs the corporation 
kes building up in Westchester coun- 
ty. The plan at present is to use natural 
pas as fuel, but the plant would be 
readily convertible to atomic energy. 
in the past twenty years, according 
to Louis A. Scofield, vice-president of 
the company for Westchester opera- 
tions, its sales of electricity in the 
kounty have increased from 218,000,- 
009 kilowatt hours to 820,000,000 
kilowatt hours. The demand forecast 
for 1970, Mr. Scofield said, was 3,- 
00,000,000 kilowatt hours. 


West Penn Power Dedicates 
$19,000,000 Unit 

THE new $19,000,000 generating 

unit at West Penn Power Company’s 

Springdale station was dedicated to 

public service recently. A group of 
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200 invited guests from industry, 
municipal government and business 
was on hand as the 135,000-kilowatt 
generating unit—largest currently op- 
erating in that part of the state—was 
given a preview showing as part of 
‘West Penn’s celebration of both 
Pennsylvania Week and _ Light’s 
Diamond Jubilee. The new unit brings 
the total station capacity to more than 
450,000 kilowatts. 

President P. H. Powers said the 
new unit brings the total capability of 
West Penn Power’s generating facili- 
ties to more than 900,000 kilowatts. 
Power from Springdale, along with 
that from West Penn’s other gen- 
erating stations, is fed into a network 
of 132,000-volt transmission lines, 
which carry it to substations and 
through distribution lines to points all 
over the 16-county area served by the 
utility in western and north central 
Pennsylvania. 

In addition, West Penn is tied 
through 132,000-volt lines to other 
power stations of its affiliated com- 
panies, Monongahela Power of West 
Virginia and Potomac Edison of 
Maryland, in the West Penn Electric 
interconnected system. 

Mr. Powers pointed out that this 
interconnected system now has a total 
capability of 1,730,000 kilowatts. This 
is more than double the capacity of 10 
years ago, which in 1945 amounted to 
855,000 kilowatts. 


Southern Cal. Ed. to Build Second 
Unit at El Segundo 


THE installation of a second 156,000 
kilowatt generating unit has been 
ordered by the Southern California 
Edison Company for its newest steam- 
electric station, the tidewater plant 
now being built at El Segundo, accord- 
ing to James F. Davenport, vice presi- 
dent and general manager. 

Continued growth of electrical load 
on the Edison system has made neces- 


sary the ordering of a second unit at 
El Segundo. The initial unit, construc- 
tion of which was started last October, 
will be placed in service next July. 
The second unit is expected to be 
ready for operation in September of 
1956. The total cost of the El Segundo 
station with both generating units in, 
service will be approximately $46,- 
000,000. 

It is expected by the company that 
IX] Segundo will have the highest effi- 
ciency of any steam-electric gen- 
erating station on the Pacific coast, ac- 
cording to Mr. Davenport. The 
planned efficiency will be better than 
660 kilowatt-hours per barrel of fuel 
oil. This will be due to advanced en- 
gineering design and the use of high 
viscosity fuel to be obtained by pipe 
line from an adjoining oil refinery. 

With the completion of unit No. 2 
at El Segundo, the Edison Company 
will have constructed since the end of 
World War IT, 1,058,500 kilowatts of 
steam-electric capacity and 122,500 
kilowatts of hydroelectric capacity at 
an aggregate cost of $177,000,000. 


Electro-Motive Div. Develops 
New Type Mobile Electric 
Power Generating Plant 


DEVELOPMENT of a new type of 
mobile electric power generating plant 
designed to help utilities to meet diffi- 
cult problems in public service grow- 
ing out of the increasing migration 
of population and industry from 
populous centers to far outlying ter- 
ritory was announced recently by 
Electro-Motive Division of General 
Motors at La Grange, Ill. 

The new units are designed to meet 
what utility engineers call “fringe 
area interim boosting.” This consists 
largely of meeting unusual demands 
for current which are either so sea- 
sonal, so temporary, or so low in load 


(Continued on page 28) 
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backfill problem 





IN JEFFERSONVILLE, INDIANA 
the E. H. Hughes Construction 
Co. had dug a 3’ wide trench for 
a lateral sewerline to a depth of 
12’—in some places 15’—to tie in 
to an existing sewer main. This 
spoilbank along the edge of a 
built up residential street (hidden 
by spoilbank in photo) presented 
a real backfilling problem. 
Because the street had to be kept 
open to traffic and dust raising 
held to the minimum, the huge 
spoilbank could not be filled from 
the street side. 


Hughes solved the backfilling 
problem — and at the same time 
compacted the filled trench—with 
a one-man-operated machine, the 
Cleveland Model 80-W. Needing 
minimum working space, easily 
able to pass under tree branches 
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How Else Could You Do It? 


and clear all obstructions, the com- 
pact 80-W worked off the street, 
travelling parallel to the trench 
on the opposite side from the spoil- 
bank. The street was kept open 
and the dust problem minimized. 


The one-man 80-W did the com- 
plete filling and compacting job 
simultaneously as it travelled, 
cleaned up and left the job ready 
for immediate repaving. Its low 
ground pressure and perfect 
balance on wide full crawlers 
practically eliminated damage to 
the lawns, sidewalks and drive- 
ways it crossed. 


Because of its unique versatility 
the Cleveland 80-W is saving 
owners time and money on a wide | 
variety of pipelaying, trench fill- | 
ing and trench compaction jobs. 


| watts or whatever is necessary to put 











INDUSTRIAL PROGRESS « 
(Continued ) 


factor that it is not economic to ex 
tend either an original power line or 
second line for protection. 

“The new units offer the utilities ar 
opportunity to save hundreds of mil 
lions of dollars,” said N. C. Dezen 
dorf, vice president of General Motor 
and general manager of Electro-Mo 
tive Division. Electro-Motive is read 
to mass produce the new machines af 
its La Grange plant. 

Five models of the new “Electro 
Mobile Power Units” were disclose t 
to officials of approximately on4 
hundred of the leading public utili‘ie 
of the United States at the La Graig: 
Electro-Motive headquarters. Thre 
are designed to be moved over rail 
roads and two for movement over 
highways. The railroad units are of 
500, 750 and 1,000 kilowatt capacity 
The highway units are of 350 and 50 
kilowatt capacity. The units may be ag 
rapidly coupled together as the units f 
of a standard General Motors Diese 
locomotive so any desired capacity 
may be obtained from a single 35 
kilowatt highway unit or 500 kilowatt 
rail unit to whole highway fleets oy 
long trains of railroad units totaling 
for instance, a hundred thousand kilo} 


an average American city back int 
operation after a disaster of war of 
nature. 

Pilot models of the 500 kilowatt 
highway unit and of the 1,000 kilowatt 
railroad unit were demonstrated for 
the utility officials. They will be 
loaned to utilities for try-outs on loca 
problems on a coast-to-coast tour soon 
to start. 

The utility men also were shown 
four models of a new portable gen} 
erating plant utilizing the same Gen; 
eral Motors 567C Diesel engine and 
other major components used in the 
mobile plants. The portable plants, on 
skids and capable of being put on rail; 
road cars or truck trailers for trans; 
port, are designed for more permanen 
installations than the mobile plants 
They are of 350, 500, 750 and 1,00 
kilowatt capacity. 

Major components of the new a+ 
chines (such as Diesel engines) ar¢ 
either already in production for usq 
in General Motors locomotives, 01 ard 
so closely related to other standarc 
major components of Diesel locomo- 
tives (such as generators and car 
structures) that existing production 
machinery, methods and labor at La 
Grange can be immediately switched 
to the new product, Mr. Dezendorf 
explained. 


(Continued on page 30) 
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ON A LONG-RANGE BASIS 

kilowatt 

ag an Through a knowledge of electric utility operations 

* pe gained from almost 50 years of experience with power 

pete "7 systems of all sizes all over the world, Ebasco offers 

chats: a long-range system planning service designed to meet 

dea the specific needs of individual companies or groups of 
h companies anywhere. — 

Re rte Ebasco specialists will help you find economic answers 

ame mee to both the engineering and service problems involved 

oes al in the planning of utility system additions or improve- 

| ie the ments. Your present system is analyzed—your markets, 

ae load growth, and service requirements evaluated in light 

in volll of present and future needs. These specialists help deter- 

. iad f mine what new generating, transmission and distribu- 

- sail tion facilities are required—where and when to build 
ae: them. All factors are taken into consideration to assure 

i 1 0 an adequate power supply, good service and optimum, 
; over-all economy. 

a Our booklet—‘‘The Inside Story of Outside Help’’—describes 

es) are Ebasco services and how they may be of use to you. For a copy, 

for use write or phone Ebasco Services, Incorporated, Dept. W, Two 

, or are Rector Street, New York 6, N. Y. 
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INDUSTRIAL PROGRESS—( Continued) 


Pitt-Consol. Wins Award for products and services cooge e indus- more than 30 years. “It is very fi 
trial applications. Other features in- ting,’ Anderson said, “that our ne 

Best Annual Report clude the location and manufacturing satis at Gary should be named /, 
PITTSBURGH Consolidation Coal facilities of company plants, and a Mr. Mitchell since it was there thd 
Company was notified recently that its complete listing of available catalogs. he first started his utility career.” 
1953 Annual Report has been judged Copies of “This is Blaw-Knox” The new 137,500 KW electric gon 
the best of the coal and coke industry. can be obtained by writing: Blaw- erating station will be built on a 100 
A bronze “Oscar of Industry” will be Knox Company, Farmers Bank Build- acre site. Construction will beg 


awarded company officials by the ing, Pittsburgh 30, Pa. early this fall and the first energ 
Financial World on October 25th, the produced is expected to be availabl 
third such award received by Pitt- by October, 1956. When comple e¢ 
Consol. $20,000,000 Plant to Be the plant will cost approximately $.0, 
Named for Dean H. Mitchell — 900.000. 
Blaw-Knox Brochure Covers NORTHERN Indiana Public Serv- 
ice Company’s new electric generat- Duke Power to Build New 


Manufacturing Activities 

| Soaps i : ; ing station at Gary, Indiana, will be 1.000,000-kw Plant 
THE diversified manufacturing ac- |nown as the Dean H. Mitchell sta- ' ' a Toa 
tivities of the Blaw-Knox Company, tion, E. D. Anderson, NIPSCO’s ex- THE Duke Power Company wil 
Pittsburgh, are shown in a recently ecutive vice president, announced re-build a 1,000,000-kilowatt steam-clec 
published 50-page informational bro- cently. tric generating plant near Belmont 
chure entitled “This is Blaw-Knox. A resolution naming the new gen- North Carolina. It will be named fo 

The book contains illustrated ma- erating station was unanimously G. G. Allen of Scarsdale, New York 
terial on all major departmental op- passed at a regular monthly meeting chairman of the board. 
erations in the company’s eleven di- of the company’s board of directors. According to Norman A. Cocke 
visions: Blaw-Knox Equipment, Buf- In making the announcement, Mr. president, the first unit of the plant is 
lovak, Chemical Plants, Foote Con- Anderson said the board wished to scheduled for completion in June 
struction, Lewis Machinery, National recognize Mr. Mitchell’s outstanding 1957. It will have a continuous capac 
Alloy, Power Piping and Sprinkler leadership as president of the com-_ ity of 165,000 kilowatts. Ultimately it 
Rolls, and Union Steel Castings. pany and his many contributions to will be the largest plant in the South: 

Chief emphasis is placed upon the success of the organization for east, Mr. Cocke said. 





STATEMENT OF THE OWNERSHIP. MANAGE- 
MENT, AND CIRCULATION REQUIRED BY THE 
ACT OF CONGRESS OF AUGUST 2, 1912, AS 
AMENDED BY THE ACTS OF MARCH 3, 1933, AND 
JULY 2, 1946 (39 U. S. C. 233) of Public Utilities 
Fortnightly published fortnightly at Baltimore, 
Maryland for October 28, 1954. 
1. The names and addresses of the publisher, editor, 
managing editor, and business managers are: 
Publisher: Public Utilities Reports, Inc., Washing- 
ton, D. C. 
Editor: Ellsworth Nichols, Washington, D. C. 
Managing editor: Francis X. Welch, Washington, 


Business manager: A. S. Hills, Washington, D. C. 
2. The owner is: (If owned by a corporation, its 
name and address must be stated and also immedi- 
ately thereunder the names and addresses of stock- 
holders owning or holding 1 per cent or more of total 
amount of stock. If not owned by a corporation, the 


names and addresses of the individual owners must 
e given. If owned by a partnership or other unin- 
corporated firm, its name and address, as well as 
that of each individual member, must be given.) 
Public Utilities Reports, Inc., Washington, D,. ©. 
Owen D. Young, New York, N. Y.; George H. Blake, 


Newark, N. J.; William of Hagenah, Glencoe, IIl.: 
Stuart M. Crocker, New York, N. Y.: George H. 


Clifford, New York, N. Y.; Harland C. Forbes, New 
York, N. Y. 

3. The known bondholders, mortgagees, and other 
security holders owning or holding 1 per cent or more 
of total amount of bonds, mortgages, or other se- 
curities are: None. 


4. Paragraphs 2 and 3 include, in cases where the 
stockholder or security holder appears upon the 
bcoks of the company as trustee or in any other 
fiduciary relation, the name of the person or cor- 





Ss 





offer you the only competition you can poration for whom such trustee is acting; algo a 

: : . : : statements in the two paragraphs show the affiant’s 

find in the Addressing Machine industry. full knowledze and belief a to the circumstances 

ons , Ww and conditions under which stockholders and security 

c nsult pad yello telephone book or holders who do not appear upon the books of the 

write to The Elliott Addressing Machine company as trustees, hold stock and securities in a 
capacity other than that of a bona fide owner. 


Co., 144K Albany St., Cambridge 39, 
Mass. siamese a ty oy REPORTS, INC. 
S. Hills, Business Manager 
Sworn to and aieiiiaitaes before me this 5th day of 
October, 4. 
Josephine A. Olker 
Notary Public 
(My commission expires August 31, 1958) 


— 
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You may find 


a fresh approach... 


Tackling utility company problems daily... 
maintaining close and continued contact with 
the financial world gives us an understanding 
of the complex field of utility financing and 
investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at DIgby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET ° NEW YORK 15, N. Y. 


Capital Funds over $123,000,000 Total Resources over $1,400,000,000 


Wituram N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department—Joun F. Curis, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 























Lenkurt Type 33A Carrier 
gives you new telephone channels with 

* no new poles 

* no new lines 

* no added construction crew 

— just this simple, compact unit — 

¢ EASY to install — 


(Carrier can be in operation in less 
than a week after equipment arrives.) 


¢ EASY to maintain — 


(Your own men can service it 
with simple, low-cost equipment.) 


Problem: 











to add one channel-_— 


10 miles long 


Need to add a telephone channel? You can save time 

and save money, with Lenkurt Type 33A Carrier. A single channel 
often “‘proves in’’ over physical lines—even for distances 

as short as 10 miles! And there’s no time lost in stringing new wire. 


You can start small and expand. 
With Lenkurt Type 33A Carrier 
you can begin with a single chan- 
nel, add a second, then a third; add 
more Type 33A channels on nearby 
pairs; and if still heavier traffic 
demands it, add Lenkurt high-fre- 
quency systems above these chan- 
nels, on the same lines! 


It’s easy to install. With Lenkurt 
Type 33A Carrier you simply bolt 
a compact, factory-assembled, fac- 
tory-tested unit in place; hook up 
line, power, voice termination, and 
ground connections—and cut it in! 
(Compare this with the delay and 
confusion involved in stringing new 
lines—purchasing a wide range of 
hardware, finding time when a line 


crew can be freed for the job, sched- 
uling other line and maintenance 
work around this.) 


It’s simple to service and maintain. 
Standard, low cost equipment and 
familiar techniques take care of all 

routine tests. 


If you have a communication 
problem—however large or small— 
Lenkurt Carrier can solve it at a 
saving in time and money! Write 
for Bulletin 33A-P20 . . . or consult 
Automatic Electric carrier engineers 
for their specific recommendations. 
Address Automatic Electric Sales 
Corporation, 1033 West Van Buren 
Street, Chicago 7, Illinois. Offices 
in principal cities. 


<p ELECTRIC | 
AUTOMATIL RY. ELECT Res 


Makers of Telephone, Signaling and Communication Apparatus . . . Electrical Engineers, Designers and Consultants 


Distributor in U.S. and Possessions: 


Automatic Electric Sales Corporation . . . 1033 West Van Buren Street, Chicago 7, U.S.A. _ 
In Canada: Automatic Electric Sales (Canada) Limited, 185 Bartley Drive, Toronto 16, Ontario 





Export Distributors: International Automatic Electric Corporation, Chicago 


AUTOMATIC ELECTRIC—A GREAT NAME IN COMMUNICATIONS —LENKURT 








FOR CLEANER 
COOKING 





Columbia Gas System 
delivers a modern miracle 


24 Hours-A-Day! + 


/ FOR CHEAPER 
/ DRYING. 


| TAS | 


FOR INSTANT 
HOT WATER 

















© The Columbia Gas System 







CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 








PROFESSIONAL DIRECTORY 





¢ This Directory is reserved for engineers, accountants, rate experts, consultants, and 


others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, financing, design, and construction. » 


» 








Tue American AppraisaL Company 


ORIGINAL COST STUDIES @e VALUATIONS @ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 


Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 


28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 




















Ford, Bacon & Davis 
“ierdurs® Engineers eertecrs" 


NEW YORK @ CHICAGO @ LOS ANGELES 











GIBBS & HILL INo. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORK—LOS ANGELES 
INDIANAPOLIS—SAN ANTONIO 















(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 








ENGINEERS © CONSULTANTS © CONSTRUCTORS 
607 WASHINGTON ST. 


FOUNDED 1906 READING, PA. 
* WASHINGTON «¢ PHILADELPHIA © NEW YORK 


c ) GILBERT ASSOCIATES, INC. 

















W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 














JAY SAMUEL HARTT 


CONSULTING ENGI NEER 
327 South LaSalle Street e CHICAGO e Telephone HArrison 7-8893 








Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 














GUSTAV HIRSCH ORGANIZATION, INC. 


1347 West 5th Ave., Columbus (12) Ohio 
Telephone Kingswood 6011 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 














HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 











Mention the FortNIGHTLY—It identifies our inquiry 
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PROFESSIONAL DIRECTORY (continued) 








JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 








tne k uljian loypoulion 


bh 
ENGINEERS e CORN STRUCT OR 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST.,° PHILADELPHIA 21, PA. 











William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
_ Utility Management Consultants Specializing in REGULATORY 
ena COST ANALYSIS wast 
for past 35 years 
Send for brochure: ''The Value of Cost Analysis to Management"’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 
REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 
120 Broadway New York 














RATES TAXES 


SAFETY aA ID D LE WE ST FINANCE 
PENSIONS INSURANCE 
BUDGETING SERVICE ADVERTISING 
PERSONNEL co ACCOUNTING 
ENGINEERING . SALES PROMOTION 


STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 














Pioneer Service &Engineering Co. 


SPECIALISTS IN 
AGCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 





231 SOUTH LA SALLE STREET 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





Complete Services for Gas 


Industry’s : | 4 and Electric Utilities * Designing 
Partner J. F. Pritchard & Co. ¢ Engineering ¢ Construction 

' « Alterations * Expansions 

for Progress ENGINEERS @© CONSTRUCTORS =, Modernization « Surveys * Plans 

wn ¢ Piping * Equipment * Steam 


> Dept. 415, 210 W. 10th St., Kansas City 5, Mo. or Diesel Power Plants 
















THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
Power Plant Design and Construction 
Boiler Settings © Chimneys © Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 


















SANDERSON & PORTER 
ENGINEERS & 


AND 
CONSTRUCTORS 











Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 
Publishers of the 35-year-old 


DESIGN — SUPERVISION ee INDEX 
Public Utili 
REPORTS — VALUATIONS Cosutrottion Cutt Tyna 
Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 











Mention the FortNIGHTLY—It identifies your inquiry 
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Abrams Aerial Survey Corporation 
PHOTOG RAMMETRIC ENGINEERS FOR MORE THAN A 
THIRD OF A CENTURY 
Aerial Photograbhy — Atlas Sheets — Mosaics — 
Plan and Tobograbhic Mabs — Profiles — Infra-red 
Photography — Photo-interpretation Instruments 


614 E. Shiawassee St, Lansing, Michigan 








LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE St., CHICAGO 














EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 

















ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS AnD SERVICE CO. 
327 So. LaSalle St., Chicago 4, IIL 








LUTZ & MAY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Invesigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Insurance Surveys 











A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—INDUSTRIAL—COM MERCIAL 
INSTALLATIONS 


CHICAGO Los ANGELES 








FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciations 
Invesigations and Reports 


122 SOUTH MICHIGAN AVENUE, CHICAGO 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 

















JACKSON & MORELAND 
Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 


Machine Design — Technical Publications 
BOSTON NEW YORK 








Representation in this Professional Directory 
may be obtained at very reasonable rates 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C 











Mention the FortNIGHTLY—It identifies your inquiry 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A J 
Abrams Aerial Survey Corporation Jackson & Moreland, Engineers 
*Allen & Company : Jensen, Bowen & Farrell, Engineers 
Allis-Chalmers Manufacturing Company 
American Appraisal Company, The 
American Telephone & Telegraph Company K 
*Analysts Journal, The Kellogg, M. W., Company, The Inside Back Cover 
Automatic Electric Company BRAGG, FORO DAYAR ISDS. ob 5 iois salsa nn oo-ols ene Hane 

*Koenig Iron Works 

B PRA MRED RODS 20 oss stab se bates eaaeae 
Babcock & Wilcox Company, The Kuljian Corporation, The 
*Barber-Greene Company 
*Beaumont Birch Company ... 
Black & Veatch, Consulting Engineers *Langley, W. C., & Co 
> , W.C.. Eh sn ei cavs LAR cata PR 
a claw-Knox Company Leffler, William S., Engineers Associated 
Blyth & Company *Lehman Brothers 
Boddy, Benjamin and Woodhouse, Inc. ............... Lesgen, 0. A, & Compeiy, Graton 

Lucas & Luick, Engineers 
c Lutz & May, Consulting Engineers 


Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co., The M 
ee | moe . 
Commonwealth Associates, Inc. .............02-.000- Main, Chas. T., Inc., Engineers 
Commonwealth Services, Inc. ............-.0000eeeeee el png A i 
i i eS As oa a, BENS Cating & errill Lynch, Pierce, Fenner & Beane 
ee Serene nenien Soe SSREID TRE DOIVECD SSG: os 55 Gk 6 bss aces seSwesucs 
- Miner and Miner . 

£ Moloney Electric Company 
Day & Zimmermann, Inc., Engineers *Morgan Stanley & Company 
Delta-Star Electric Division, H. K. Porter Co., Inc. ....... *Motorola Communications & Electronics, Inc. .......... 
Dodge Division of Chrysler Corp. .............--.....- 

iw 


E 
N - . . 
a a ewport News Shipbuilding & Dry Dock Company 
Electro-Motive Division, General Motors 
Elliott Addressing Machine Company, The P 
Pioneer Service & Engineering Company 
F Pritchard, J. F., & Co. 


*First Boston Corporation, The 
Ford, Bacon & Davis, Inc., Engineers 
*Friez Instrument Div. of Bendix Aviation Corp. ........ 
Recording & Statistical Corporation 
G mene My Rand Inc. 
obertson, H. H., Company 
Gannett Fleming Corddry and Carpenter, Inc. ........ Rust Sus 
General Electric Company aay Spe, Pe 
Gibbs & Hill, knc., Consulting Engineers 
Gilbert Associates, Inc., Engineers s 
— oe : i sencenien ae & aig Engineers 
én ; ere Pere cere seguet &: tantly, Gasaaels 
Guaranty Trust Company of New York Schulman, A. S., Electric Co., Engineers 
Sloan, Cook & Lowe, Consulting Engineers 
H *Smith, Barney & Co. 

. , ° *Southern Coal Com In 
Haberly, Francis S., Consulting Engineer =e Pany, Inc. 
*Halsey, Bier RODINDONY, INC, «56sec cba see are *Sprague Meter Company, The 
8 © eee 
Hartt, Jay Samuel, Consulting Engineer é u 
Hill. Cyrus G., Engineers 
*Hill, Hubbell and Company *Union Securities Corporation 
Hirsch, Gustav, Organization, Inc. *United States Steel Corporation 
Hoosier Engineering Company 


Ww 


! *Western Precipitation Corporation 
*International Business Machines Corporation White, J. G., Engineering Corporation, The 
International Harvester Company, Inc. ................ White Motor Company, The .. 
Irving Trust Company Whitman, Requardt and Associates 


*Fortnightly advertisers not in this issue. 
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39 
37 


over 


” PREC'SION ANALYSIS OF STRESSES COMPREHENSIVE SHOP FACILITIES SKILLED INSTALLATION CREWS 


-_ | NEW BOOKLET ON POWER (ieea 


39 
39 
HIGH 
PIPIN o 
ver 
37 Here’s a new booklet describing in detail the specific 
39 services and facilities that Kellogg brings to the utility 


24 ; tat 

power piping field. 
It will take you on a tour of the metallurgical labs, the 
piping analysis section, the welding practices group, 
the fabricating shops and into the field where skilled 


15 ‘ aie : 
Kellogg crews install critical high-temperature, high- 
pressure steam piping. 
INTINUOUS EVALUATION OF MATERIALS ei : ms 
7 Everyone who is interested in power piping for the 
” modern central power station should send for a copy. 
i : HIGH 
9 2 TEMPERATURE 
or J THIS FREE BOOKLET BELONGS IN 
8 j YOUR FILES ... MAIL THE COUPON 
{ 
1 Fabricated Products Division 
The M. W. Kellogg Company 
: \ 225 Broadway, New York City 7 
9 Please send me your new booklet, 
? | “For the Modern Central Power Station...” 
I 
I 
U 
I 
i 
I 
I 
I 
I 
I 
VELOPMENT IN FABRICATING—K-WELD* be 
FABRICATED PRODUCTS DIVISION 
IN sussiovany of 
THE M. W. KELLOGG COMPANY Pc — a 
PR 
225 Broadway, New York 7, N.Y. 
a In Canada—The Canadian Kellogg Company, Limited,at Toronto end Edmonton 
In Europe—Kellogg International Corporation, at London 
28, 1954 POWER 
rk of The M. W. Kellogg Company PIPING 

















Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value... 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 
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Q-Panel walls grace the new Elrama Por 
Plant (above) near Pittsburgh. It was design 
by Duquesne Light Company’s Enginceri 
and Construction Department. The Dra 
Corporation was General Contractor. 




















Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were use 
to enclose the impressive Hawthorn Steai 
Electric Station (left) of the Kansas City, Mis 
souri, Power and Light Company. Ebascc Ser 
vices, Inc., designed and built the plant. 


Please send a free copy of your Q-Panel Catalog. 
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